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CONTRIBUTORS 


Davis Janowski, senior technol- 
ogy editor, contributed to the cover 
package on artificial intelligence on 
page 30. He was once referred to in 
RIABiz as a “minor celebrity” when he 
departed his tenure covering advisor 
technology at InvestmentNews for a 
position managing content at robo 
advisor startup Wealthfront. Celebrity 
status aside, he has spent almost 20 
years covering technology, starting 
with PC Magazine in 1999. Today he 
is an independent writer and consul- 
tant and has written for the New York 
Times and Financial Planning, in addi- 
tion to Wealth Management. He also 
spent two years as a senior analyst 
covering digital wealth management 
for Forrester Research. 


Lynn O'Shaughnessy, who 
writes about college planning, is 

a nationally recognized higher-ed 
speaker and journalist and the author 
of The College Solution, an Amazon 
bestseller. She writes about college 
planning for CBS MoneyWatch and 
her own blog, TheCollegeSolution.com. 
She offers an online course for finan- 
cial advisors and other professionals 
that explains how families can cut 
their college costs. 


Art director Sean Barrow has 
been with Wealth Management for over 
10 years after long stints at numerous 
print magazines over the past three 
decades including Individual Investor, 
Folio and sister publication Trusts € 
Estates. His shortest tenure was at a 
title he had hoped would last a lot 
longer, a gothic rock fanzine he cre- 
ated with friends in the 1990s called 
Darkside. “It was the first time I ever 
got to design an entire book myself, 
and I had the greatest time doing it. 
But it folded after only two issues. It’s 
a shame because I felt we really had 
something special.” 
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EDITOR'S LETTER 


Do AI Chatbots Dream of 
Digital Wealth Management? 


So much has been written about how AI will change everything for 
financial advisors—or not—that I’m already a little bored by the conversation 
and have no interest in inflicting more “hot takes” on our readers. 

So in this issue we decided to just let AI do our work for us. Our cover illus- 
tration came right from the deep, dark hive-mind of some unknowable neural 
network, accessed through an AI image generator called Midjourney using 
only the prompt “Wealth Management.” The result was untouched by our (very 
human) art director Sean Barrow. 

The goal was to let the machine create the picture without any additional 
words, ideas or prompts that would add bias or influence the outcome. In its pur- 
est form, this is how this AI pictures us. 

It’s an odd image, and I can’t explain it. But, it’s far less odd than some of 
the other covers our robo-art director threw at us from the exact same prompt. 
There was variation, but a visually consistent theme emerged. Some included 
images of what looked like the fiery pits of hell, with mutant animals flying 
through the sky and grotesque human-looking creatures interacting with one 
another in unnamable ways; something that looked like a hanging gallows; por- 
cine men—always white men—wearing glasses and holding briefcases; and lots 
of islands and mountains. See page 38 for four other examples of the output. 

For the cover story itself, however, we put the human beings front and center. 
Technology editor Davis Janowski tapped half a dozen cutting-edge startups that 
are building tools for this industry that will take the most advantage of the latest 
versions of Al. 

We all know ChatGPT and its ilk can help advisors create client-focused con- 
tent for marketing. These entrepreneurs, though very early, have more ambitious 
goals in mind—uses that may redefine what it means to be a financial advisor. 
Workflows will change, as will client proposals, reports and portfolio manage- 
ment. As one of these founder’s suggests, the machine will know when a client's 
dog dies and send a sympathy note with very little effort required by the advisor. 

The vision these entrepreneurs seem to share is for deep personalization of 
the client relationship and a lighter lift by the human advisor to make it happen. 

It could all go horribly wrong, of course. But most likely, successful advisors 
will adapt and take full advantage of the tools. The details of the job will change, 
but not the guiding spirit. As an old publishing entrepreneur once said, “The 
purpose of business is to create happiness.” Follow that path when building the 
future of your firm, and maybe the big computer brain will eventually dream up 
a very different cover for this magazine. 


Tao 


David Armstrong 
Editor-In-Chief 
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REPORTS momuorem 


Move to JPMorgan Is 
Full Circle for Many 
First Republic Advisors 


THE MAJORITY OF FIRST REPUBLIC ADVISORS CAME TO THE BANK FROM 
WIREHOUSES OR OTHER LARGE BROKERAGES. NOW, THEY FIND THEMSELVES 
RIGHT BACK WHERE THEY STARTED. BY PATRICK DONACHIE 


Many First Republic 

advisors will tell 
you they left a wirehouse 
or large brokerage for the 
bank’s more entrepre- 
neurial, boutique model. 
They may cite their desire 
for more autonomy and a 
community-based culture. 
The firm’s robust recruit- 
ing deals probably didn't 
hurt either. 

But now the firm’s 229 
advisors (by JPMorgan’s 
latest calculation) will find 
themselves, in a sense, 
right back where they 
started, with JPMorgan 
Chase’s planned acquisi- 
tion of First Republic. 

The cultural mismatch 
between the two firms 
could be a real concern, 
one that is likely weighing 
on those advisors as they 
decide whether to stay at 
JPMorgan, according to 
industry attorneys and 
recruiters. 

According to a 
WealthManagement.com 
analysis of Discovery 
data as of March 23, 
approximately 51% of First 


Republic advisors were 
previously registered with 
one of the four wirehouses 
before moving to the bank, 
at 179 names out of 350 in 
total. Additionally, 69% of 
advisors stemmed from 
one of the wirehouses or 
another large firm, includ- 
ing Ameriprise, Citigroup, 
Credit Suisse, Deutsche 
Bank, Goldman Sachs, 
JPMorgan and Raymond 
James (8% alone came to 
First Republic from J.P. 
Morgan Securities). 

The list pulled from 
Discovery included 
many individuals who 
weren't advisors, so 
WealthManagement.com 
eliminated names with 
nonapplicable job titles, and 
cross-checked remaining 
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names with FINRA and 
SEC records, LinkedIn 
pages and First Republic’s 
online employee directory. 
The result included more 
names than First Republic 
previously reported, at 350 
in total, compared with the 
229 entering JPMorgan. 
The Discovery list includes 
names of advisors that have 
since left for other firms. 

MarketCounsel CEO 
Brian Hamburger has been 
in contact with several 
First Republic advisors 
mulling whether to stick 
with JPMorgan or branch 
out, and acknowledged that 
there wasn’t a “real high 
degree of cultural align- 
ment” between the two 
institutions. 

“They're not necessarily 


optimistic about moving 
to a larger enterprise. They 
like the entrepreneurial 
aspects of First Republic, 
and that’s not necessar- 

ily going to be the case at 
JPMorgan,” Hamburger 
said. “But JPMorgan’s 
likely going to come to 
them with some type of 
retention deal, and they're 
going to have to weigh that 
against their options.” 

First Republic’s struggles 
surfaced after Silicon 
Valley Bank’s collapse in 
March. The Federal Deposit 
Insurance Corp. stepped 
in to sell the bank, and it 
became the largest bank 
collapse since the 2008 cri- 
sis, surpassing SVB. 

Louis Diamond, the 
president of Diamond 
Consultants, considered 
it the best possible news 
for advisors, and the deal’s 
speed gave JPMorgan a leg 
up on retaining advisors. 

“It’s an amazing brand; 
it’s stability; and it got them 
out of limbo,” Diamond 
said. “If it took as long as 
SVB did from receivership 
to being sold, it would have 
been ‘game over.” 

But the cultural mis- 
match could be a real 
concern; many advisors at 
First Republic came from 
large wirehouses and other 
large institutions, and opted 
for First Republic to escape 
those confines, according 
to Max Schatzow, a partner 
with RIA Lawyers. 

Any time an advisor 
lands at an organization 
like JPMorgan, they’re 
likely to be dealing with 
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l Drive Business Growth and 
Efficiency through Process 
Automation 


Free Up Onboard Save Costs 


advisor time to focus on new clients faster with through automated workflows 

client experience electronic forms 

Manage Integrate Scan the 
QR code 

records securely to support your CRM to enhance for more 

SEC and FINRA compliance client service information 
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BLOTTER 


Fargo Firm in Deep 
Over Leveraged 
ETFs 

A Fargo, N.D.-based 
RIA and its part-owner 
will pay the Securities 
and Exchange 
Commission more 
than $933,000 for hold- 
ing client accounts in 
leveraged exchange 
traded funds for long 
periods of time, despite 
warnings in the funds’ 
prospectuses about 
doing just that. 

The settled charges 
against Classic Asset 
Management and its 
part-owner Douglas 
Schmitz come sev- 
eral months after the 
SEC's Examinations 
Division cited advisors’ 
recommendations of 
complex investment 
vehicles (including lev- 
eraged ETFs) as a chief 
area of focus. 

The SEC argued 
the firm breached its 
fiduciary duties by 
misunderstanding the 
“fundamental charac- 
teristics” of the lever- 
aged ETFs and also fell 
short in monitoring 
their performance. 

Of the approximate- 
y 290 clients Schmitz 
advised between 2017 
and 2020, about 76% 
included investments 
in leveraged ETFs, with 
he complex products 
making up about 56% 
of the total market 
value of client accounts 
he managed, accord- 
ing to the commission. 


FINRA Fines 
Centaurus, 
Ex-Broker Over 
Costly UITs 

A former Centaurus 


Move to JPMorgan Is Full Circle for Many First 


Republic Advisors 


more policies and pro- 
cedures, supervision and 
training you may not find 
at a “smaller, flatter” orga- 
nization, Schatzow said. In 
moving to a larger insti- 
tution, it’s possible First 
Republic advisors would 
find it harder to render 
advice as they’d done in the 
past, or would feel behold- 
en to certain proprietary 
products. 

“It will be interesting to 
see them have to go back, 
if that’s where they came 
from, and stomach some of 
those issues they left for,” 
Schatzow said. 

It remains to be seen 
whether the pros will 
outweigh the cons for the 
remaining advisors. Before 
the JPMorgan deal, a large 
number had already fled 
to other firms, including 
RBC, Morgan Stanley, 
UBS and Rockefeller. 
(JPMorgan even welcomed 
First Republic advisors and 
teams in the weeks before 
the deal was struck.) 

Patrick Burns, a 
California-based attorney 
who works with advisors 
changing firms or going 
independent, said he’d been 
in contact with some First 
Republic advisors “in the 
final stages” of making 
new deals. First Republic’s 
wealth management unit 
was well respected, and he 
found advisors are getting 
many offers despite the 
bank’s hasty demise. 

“I think most First 
Republic advisors by now 
have had serious conversa- 
tions with third parties 
about what their options 
look like, whether it’s 
Schwab or Fidelity about 


starting an RIA, or one 
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The Most Prevalent Firms Where First 
Republic Advisors Previously Registered 


OT +: 
Fenner & Smith 
Wells Fargo Rena 34 
J.P. Morgan a | 28 


UBS Financial Services | 28 
Morgan Stanley D 26 


Credit Suisse Securities D 15 
First Republic 
Wealth Advisors E 14 


Constellation 
Wealth Advisors E 10 


Citi Group C] 9 


Goldman Sachs [lll 6 


UnionBanc E 6 
Investment Services 


Barclays Capital | 4 


UST Financial Services i 4 


Sources: WealthManagement.com, Discovery Data 


of the larger aggregator 
firms and tucking in, like a 
Hightower or a Mariner or 
one of the firms out there,” 
Burns said. 

Burns worried 
JPMorgan wouldn't be “the 
best cultural footprint” for 
advisors, saying that many 
in that institution work off 
bank referrals and aren't 
building their own books of 
business. . 

First Republic advi- 
sors were often poached 
from wirehouses and large 
firms by dangling gener- 
ous recruiting packages 
and big promissory notes. 
JPMorgan Chief Financial 
Officer Jeremy Barnum 
said those recruiting pack- 
ages would “stay in place” 
for First Republic advisors. 

But advisors opting to 
stay would likely be subject 
to compensation adjust- 


ments at some point and 
will be competing with 
bank advisors for the atten- 
tion of back office resourc- 
es, according to Burns. 

The tumult had First 
Republic advisors also 
mulling independence as 
an option, with Hamburger 
saying advisors now felt 
the benefits and safety they 
thought came with joining 
a bank-affiliated firm like 
First Republic were a “bit of 
a mirage.” 

The experience has been 
“harrowing” for those plan- 
ners, he said. 

“These are people build- 
ing a business on a chassis 
that has disappeared,” he 
said. “And they're scared for 
their clients; they're scared 
for their careers; and they’re 
trying to make the best 
decision they can under the 
circumstances.” E 


as Nitrogen, a 
‘Growth Platform’ 
After CEO Aaron 

Klein first revealed that 
Riskalyze would rebrand 
and change the com- 
pany name during its 
annual summit in Salt 
Lake City last October, 
he announced in May it 
settled on “Nitrogen” as its 
new brand name. 

Riskalyze was founded 
in 2011, and Klein said 
advisors quickly saw 
its tools to essentially 
compare and match the 
subjective measures of risk 
between clients and port- 
folios as a growth driver. 
Under Klein, the company 
poured more than $50 
million into research 
and development, with 
more than 5 million “Risk 
Numbers” delivered to cli- 
ents since its inception. 

Over the past decade or 
so, the firm has continued 
to add several new func- 
tions and integrations, 
including moving into 
trading, rebalancing and 
marketing automation in 
2019, later tax-loss har- 
vesting and home office 
management tools, among 
other offerings. 

Last summer, several 
months after Craig Clark 
took over as chief market- 
ing officer, he told Klein 
he’d researched whether 
the company should 
rebrand, and believed it 
was not only a possibility 
but a necessity. 

During the announce- 
ment, Clark said the com- 
pany settled on the new 
name because nitrogen is 
“an absolutely essential ele- 
ment for growth” in nature. 


Riskalyze Rebrands 


Though Klein stressed 
the company’s mission 
hadn't changed, the new 
brand would focus atten- 
tion on client growth, 
rather than solely on man- 
aging risk. Klein reiterated 
with “absolute clarity” 
his position from last fall 
that “as far as we can see 
in the future,” Riskalyze 
would not become an asset 
platform, turnkey asset 
management platform 
or charge its clients basis 
points on managed assets. 


Orion Debuts 
ChatGPT 3.5 
Integration, ‘Redtail 
Speak’ 
Orion Advisor Solutions 
debuted its new inte- 
gration with Open Al’s 
ChatGPT 3.5, called 
“Redtail Speak” in May. 
The platform is now 
live through Redtail 
Technology and uses the 
previous 20 text messages 
between advisors and cli- 
ents to generate prompts 
and responses to questions, 
according to the company. 


TIFIN Wealth To 
Offer Free Access 
To NAPFA Advisors 
TIFIN Wealth announced 
it would offer free access to 
personalized investments 
to advisors aligned with 
the National Association 
of Personal Financial 
Advisors with less than 
$100 million in assets. 

The artificial intel- 
ligence-powered TIFIN 
Wealth platform encom- 
passes personalized 
assessments spanning risk, 
planning and financial 
personality, investment 
proposals, marketing auto- 


mation and advanced data 
science, according to the 
company. 

The TIFIN Asset 
Manager Platform 
launched late last year and 
helps manage the market- 
ing, data science and sales 
enablement assets for asset 
management firms. 

NAPFA currently 
reports having over 4,500 
members. 


Conquest Planning 
Partners With 
Wealthsimple 
Software developer 
Conquest Planning 
announced a partnership 
with another Canadian 
company, the online bro- 
kerage Wealthsimple. 

As a result of this inte- 
gration, Wealthsimple’s 
Generation clients, 
including those with over 
$500,000 in net depos- 
its, will gain access to 
Conquest’s planning tools. 
Wealthsimple’s portfolio 
management team will 
have access to Conquest’s 
Strategic Advice Manager, 
powered by artificial 
intelligence. 

Having rolled out its 
version of financial plan- 
ning to Canada in late 
2020, Conquest Planning 
is preparing to enter the 
U.S. and U.K. markets. In 
the three years since its 
initial launch, the firm 
already delivered approxi- 
mately 500,000 custom 
plans for advisors and 
their clients. 

Meanwhile, 
Wealthsimple holds 
more than $18 billion in 
assets for over 3 million 
Canadians, according to 
the company. 


REPORTS 


BLOTTER 


Financial broker 
shuffled clients’ 
investments into a 
unit investment trust 
when more affordable 
options were avail- 
able, according to a 
settlement between 
the advisor, firm and 
the Financial Industry 
Regulatory Authority. 
Starting in 
September 2016 and 
for the following two 
years, Florida-based 
former registrant 
Donnie Ingram alleg- 
edly recommended 
that 81 customer 
accounts purchase 595 
“standard” version UITs. 
Typically, fee-based 
UITs are less expensive, 
because sponsors will 
eliminate certain sales 
charges. 
But by recommend- 
ing the standard UITs, 
Ingram’s customers 
paid those sales charg- 
es, incurring more than 
$300,000 in unneces- 
sary expenses. 
Additionally, 
Ingram recommended 
clients purchase a 
number of real estate 
investment trusts 
and other offerings 
through Centaurus, 
instead of through his 
advisory firm. 
Ingram volun- 
tarily resigned from 
Centaurus in 2020. 
Centaurus agreed 
to a censure and 
$50,000 fine (with 
ngram acquiescing to 
a six-month suspen- 
sion and $15,000 fine— 
though he’s not cur- 
rently registered with 
any firms). Both agreed 
to make restitution to 
harmed clients. 
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PRACTICE MANAGEMENT 


What the Bank Crisis Is 
Teaching Us About the 
Industry Landscape 


THE NATURAL ORDER IS BEING TESTED IN THE WEALTH MANAGEMENT INDUSTRY. 


BY JASON DIAMOND 


Jason Diamond 


is vice president, senior consultant 
á s of Diamond 
$ Consultants-a 
«nationally recognized 
recruiting and 
consulting firm based 
in Morristown, N.J. 


Imagine a horizontal 
line on an otherwise blank 
sheet of paper: This line 
represents the wealth 
management industry 
landscape. On the left side, 
we have the traditional cap- 
tive or employee models, 
like the private banks and 
wirehouses. In the middle, 
we have regional and 
boutique firms that offer 
similar capabilities to the 
wirehouses but with a more 
business-friendly culture. 


8 - WealthManagement.com - Second Quarter 2023 


And on the right, we have 
the independent models, 
including the independent 
broker/dealers and RIAs. 

For a long time, it has 
felt like the pendulum 
representing advisor move- 
ment on this spectrum has 
been steadily swinging 
from the left (the captive 
space) to the center and 
right (toward models offer- 
ing more autonomy). 

But have recent market 
events caused the pendulum 


to shift back to the left? 

Since the failures 
of Silicon Valley Bank, 
Signature Bank and First 
Republic, the entire indus- 
try has been on the edge 
of its proverbial seat, won- 
dering if there are more 
dominoes set to fall in the 
coming weeks. 

While the turmoil was 
ostensibly related to the 
traditional banking system, 
advisors (and their clients) 
have taken notice. 


Viewing the 
Landscape ‘Post- 
Crisis’ 
Logically, one would pre- 
sume that advisors will 
flock to the wirehouses. 
Many advisors (and their 
clients) prefer the safety, 
stability, familiarity and 
brands of the wirehouse 
world. But plenty of advi- 
sors felt that way even 
before recent events. 
Meanwhile, regional, 
boutique and independent 
firms that safely custody 
assets with third parties are 
still going to enjoy recruit- 
ing success. After all, the 
frustrations and limitations 
that many advisors in the 
wirehouse world describe 
do not magically disappear 
as a result of this noise. 
The narrative is evolv- 
ing rapidly, but as things 
stand today, there are four 
key implications: 


1. The modern wealth 
management industry 
landscape works as 
intended. Choice is a 
wonderful thing. It 
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means that an advisor 
is much more likely to 
find their version of 
perfect. And, particularly 
in times of strain and 
uncertainty, it means 
more legitimate options 
for advisors and clients. 
Uncomfortable with a 
smaller firm? The wire- 
houses are compelling 
options. Refuse to ever 
work at a bank again? 
Consider a boutique 
firm with no balance 
sheet risk. Worried that 
your firm may sell to 
an unpalatable buyer? 
Explore independence, 
whereby you own your 
equity and have maxi- 
mum agency over your 
business. 

The point is that 
while black swan events 
like this crisis may cause 
the pendulum to swing 
in directions it otherwise 
might not have, the shift 
is a natural and expected 
response. 


. We won't know for some 
time if these events have 
impacted the velocity 
and direction of advisor 
movement. And we need 
some benefit of time and 
hindsight to properly 
evaluate the repercus- 
sions. We can, however, 
use past events to make 
some predictions about 
the future. Take the 
2007-2009 global finan- 
cial crisis—even amid 
one of the worst reces- 
sions in U.S. history, 
advisors continued to 
move with record veloc- 


ity. When an advisor 
feels frustrated, limited 
or motivated by a better 
mousetrap, no amount 
of market turmoil will 
change that. 

While advisor 
recruiting may slow 
down in the very near 
term as some advisors 
take a wait-and-see 
approach, in the medium 
and long term, this 
recent crisis will likely 
do nothing to deter advi- 
sor movement. 


. Clients are more con- 


cerned than ever about 
the safety and security 
of their assets. That, in 
turn, means advisors 
need to be mindful of 
how their firm safe- 
guards client money 
and how clients perceive 
that risk. Many firms 
custody assets with one 
of the major third-party 
firms like Schwab or 
Fidelity, but that doesn’t 
automatically translate 
into client confidence. 
“Safety and security” 
mean different things 
to different people. For 
some, it will mean estab- 
lishing an independent 
firm with assets cus- 
todied at a third-party 
custodian or indepen- 
dent broker/dealer. For 
others, it will mean a big 
brand name and a rock- 
solid balance sheet. 
Ultimately, there 
is no “right” answer, 
and we expect advisor 
movement to reflect this 
dichotomy of choice. 
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4.In the near term, the 
wirehouses will likely 
be the big winners. That 
is NOT to suggest that 
the myriad independent 
options are no longer 
viable. Indeed, those 
options continue to be 
attractive for advisors 
who value freedom, 
flexibility and control 
and who can make their 
clients comfortable with 
the fact that the third- 
party safe asset cus- 
tody model works. But it 
likely does mean that for 
now, smaller firms with 
less established brands 
(especially those with 


ties to a traditional bank) 


will probably lose some 
market share. Indeed, 
many of the wirehouses 
have already reported 
significant asset inflows 
due to the recent bank- 
ing crisis. 


Times like these serve 
as a stress test, demonstrat- 
ing that the natural order 
of the landscape is evolving 
as intended. The pendu- 
lum is supposed to shift as 
advisors’ needs and wants 


change. While recent events 


likely will cause the pen- 
dulum to shift faster, only 
time will tell who the real 
winners and losers are. 
The good news is that, 
in an expanded landscape, 
advisors are the beneficia- 
ries of a world of choice. 
And more choice means 
greater innovation, invest- 
ment and service—regard- 
less of the stresses the 
system may endure. W 


Clients are 
more concerned 
than ever about 
the safety and 


security of their 
assets. 


MORE PRACTICE MANAGEMENT: 


wealthmanagement.com/ 
practice-management 
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When running a 
growing RIA, it’s crucial 
to stay abreast of trends 
and opportunities in an 
increasingly evolving busi- 
ness landscape. Schwab’s 
Spring 2023 Independent 
Advisor Outlook Study 
(IAOS) reports the insight- 
ful perspectives of 862 
independent investment 
advisors who custody a 
total of $359 billion in 
assets under management 
with Schwab Advisor 
Services. The [AOS also 
highlights interviews with 
eight industry subject mat- 
ter experts (SMEs), includ- 
ing three Schwab leaders 
and five third-party par- 
ticipants who share their 
individual perspectives on 
trends independently of 
the survey. 

While the survey pro- 
vided insightful content on 
navigating the complex- 
ity of growth, harnessing 
the use of data, balancing 
automation and person- 
alization and managing 
client-centered relation- 
ships, there was a signifi- 
cant statistic that leaped off 
the page—the “Growth” 


section revealed that “But 
as [firms] are growing, 
three-quarters of advisors 
report it gets harder to 
maintain their company 
culture.” This observation 
represented the only refer- 
ence to company culture. 
That piqued my curios- 
ity regarding how IAOS 
addressed cultural cues 
for the benefit of advisors 
seeking insight and best 
practices. 
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‘Cultural Cues’ From 
Schwab's Spring 2023 
Independent Advisor 
Outlook Study 


GROWTH AT WHAT COST? BY LAZETTA RAINEY BRAXTON 


Defining Culture 
and Measuring the 
Impact on Firm 
Growth 

In Denise Lee Yohn’s 2021 


Harvard Business Review arti- 
cle, “Company Culture Is 
Everyone's Responsibility,” 
she defines company cul- 
ture as “the ways people in 
the organization behave 
and the attitudes and beliefs 
that inform those behaviors 
(ie., “the way we do things 


around here”) —including 
formal, stated norms as 
well as implicit ways people 
work and interact.” This 
definition reflects a firm's 
business ecosystem driven 
by the views and actions 
of its leaders and the cor- 
responding engagement 
from the firm’s employees 
and clients. If maintaining 
a firm’s company culture 
poses a stumbling block, 

it brings into question 

the effectiveness of [AOS’ 
designated areas of the 
ecosystem: growth (busi- 
ness strategy), data and tech 
use (operations) and client 
engagement (business sus- 
tainability). 

Let’s start with the 
“Growth” summary. 
Surveyed advisors reported 
material confidence in 
managing competition 
from a growing number of 
RIAs by attracting talent 
and offering differentiated 
services to prospective 
clients. The highlighted 
growth landscape—long- 
term investing, increased 
risk-taking, scaling, 
operational complexity and 
centralized control by lead- 
ership—sheds light on the 
cultural challenge of inte- 
grating new employees and 
clients into myriad moving 
targets. This cultural cue 
signals a strategic question: 
“growth at what cost?” 

Imagine newly 
onboarded clients and 
employees at RIA firms 
demanded data related 
to managerial aptitude, 
employee engagement, 
training programs and 
employee exit surveys. 
What would this data imply 
about the cultural health 
and sustainability of the 


lages 
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firm relative to its financial 
condition? What is the cost 
of employee and client turn- 
over, and which employee 
levels are impacted the 
most? According to Gallup, 
the cost of replacing an 
employee may range from 
one-half to two times the 
employee's annual salary. 


How Culture 
Influences Data Use 
When bringing data into 
the equation, the IAOS 
reported insights largely 
pertaining to servicing 
clients and streamlining 
operational processes. 
Improved portfolio man- 
agement, client commu- 
nication and operational 
efficiencies ranked high 
among surveyed advisors 
in how they currently use 
data to support their busi- 
ness strategy. The next 
frontier of data use spans 
identifying unmet client 
needs, anticipating clients’ 
best steps and driving lead 
generation activities. 

RIAs servicing clients 
that desire deeper engage- 
ment and managing 
employees who feel discon- 
nected from the firm and its 
culture expose themselves 
to financial and business 
risk. Apathy, frustration 
and disengagement mount 
when employees lack 
insight on the “why” and 
“how” of their duties. These 
conditions compound 
when leaders allow growth 
to consume the time and 
energy necessary to nurture 
firm culture and its greatest 
asset—its people. 

The next generation 
of advisors may reject 
cultural deficits in pro- 
fessional development 


and exposure. In a 2022 
ThoughtExchange Gen 

Z at Work report, 96% of 
respondents reported that 
feeling valued, included 
and empowered at work 
was important to them. 
But, Gen Zers who desire 
guidance from millennial 
colleagues may be out of 
luck. Deloitte’s Burnout 
Survey highlights that 84% 
of millennials surveyed 
experienced burnout at 
their current job, com- 
pared with 77% of all 
respondents, with nearly 
half of millennials leav- 
ing a job due to burnout, 
compared with 42% of 

all respondents. This gap 
leaves generations prepar- 
ing for retirement, namely 
Gen X and baby boomers, 
ina lurch with preparing 
millennials and Gen Z to 
take the helm in servicing 
clients and running a sus- 
tainable business. 


Navigating 

Cultural Transition 
From Investment 
Portfolio to 
Individual 
Personalization 
Sections III and IV, 
“Personalization and 
Automation” and “Client 
Relationships,” confirmed 
the industry’s comfort with 
portfolio management, 
personalized portfolios and 
related automated areas 
(Le., statements, income 
distributions and portfolio 
alerts). Aspects related to 
financial advice—financial 
plans, personalized cli- 

ent experiences and client 
meetings—ranked low 

on automation and were 
nonexistent in the “Client 
Relationships” section. The 
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data suggests an extreme 
comfort level with port- 
folio construction and 
charitable giving, with low 
interest in investments 
related to alternatives, ESG 
investing, digital assets and 
cryptocurrency. 

The cultural entrench- 
ment on offering a limited 
investment management 
scope of service runs con- 
trary to Accenture’s Wealth 
Management Consumer 
Report: The New State of 
Advice. The report indicates 
that 80% of Gen Z and 63% 
of millennial investors were 
more than twice as likely 
as baby boomers to show 
interest in ESG investing. 
Regarding advice, almost 
90% of clients with $10 
million or more felt their 
advisor’s advice was too 
generic. When asked “What 
qualities are most impor- 
tant in the client relation- 
ship?” 91% of respondents 
indicated an advisor who 
“gets” them. 


The RIA of the 
Future 

The IAOS concludes with 
asking the SMEs, “What’s 
next for the RIA Industry?” 
Maintaining company 
culture remains a critical 
consideration in optimiz- 
ing business value and 
sustainability. RIA leaders 
run the risk of declining 
relevancy among employ- 
ees and clients when strat- 
egy and practices nullify 
the engagement of these 
important stakeholders. It 
is these groups that clearly 
voice what is next for the 
RIA Industry. The ques- 
tion remains which RIA 
firms will heed the cul- 
tural cues. W 


The next frontier 
of data use spans 
identifying unmet 
client needs, 
anticipating 
clients’ best 


steps and driving 
lead generation 
opportunities. 


MORE PRACTICE MANAGEMENT: 


wealthmanagement.com/ 
practice-management 


Lazetta Rainey Braxton 
is the founder/CEO of 
Lazetta & Associates 
and co-CE0 at 2050 
Wealth Partners. 
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I moved here from 
India in 2000, about four 
years after finishing gradu- 
ate school. In the begin- 
ning, I was uncertain as 
to whether I would stay in 
the U.S., so I felt I had to 
be cautious about putting 
anything into long-term 
investments where the 
money was locked in. With 
a 401(k), for example, if I 
withdrew the money early, I 
would have to pay a penalty. 
The situation changed 
for me about 10 or 12 years 
ago. I decided I would stay 
in this country for the long 
term. So, I started contrib- 
uting to my 401(k). I still 
didn’t have a financial advi- 
sor, probably because of my 
lack of knowledge about 
the field. But my family was 
brought up, from a cultural 
standpoint, not to spend 
too much. That helped us 
to make the right choices. 
We had reasonable bal- 
ance in terms of income vs. 
expenses and saving for our 
children’s education, our 


mortgage and our retire- 


My Life as a Client 


My Advisor Takes Care of Me 


A LOT CAN BE LEARNED LISTENING TO CLIENTS’ EXPERIENCES WITH FINANCIAL ADVISORS—GOOD AND BAD. 
WE TALKED TO MAHESH ESWAR OF PRINCETON, N.J., AN EXECUTIVE AT A TECH CONSULTING COMPANY. 
BY ANNE FIELD 


ment. I never thought about 
needing a financial plan. 

Around 2015, I realized 
I had several 401(k)s from 
previous jobs, and they 
were all over the place. So, 

I consolidated them and 
some other IRAs at a big 
brokerage firm. But I wasn’t 
able to make decisions on 
allocation. For four or five 
years, my money was sitting 
there in a very safe, conser- 
vative portfolio. Keeping 
the principle was the most 
important thing to me, but 
I realized my options were 
being limited. 

Finally, in 2020 I 
decided to work with an 
independent financial 
advisor. A lot of my friends 
kept telling me that it was 
worth the fee. I got a rec- 
ommendation from a good 
friend, who worked with 
an advisor at an indepen- 
dent firm. He’d recom- 
mended the same person to 
some other friends, as well. 
I ended up reaching out to 
the advisor in 2021. 

I also met with another 
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advisor, so I could com- 
pare. He was someone at 
a big firm who I found 
through my employer. 
Employees, from time to 
time, can attend work- 
shops with advisors, and 
one of the presenters 
reached out to me. But I 
found, again, I was restrict- 
ed to certain products. 
After a series of inter- 
views with the advisor my 
friend recommended, he 
suggested that he create a 
financial plan for us. It was 
a robust process, entailing 
almost 40 hours of work. I 
could see the level of detail 
involved. That’s the point 
where I thought: this is 
someone who actually is 
working to take care of us. 
Also, I noticed the number 
of clients he worked with 
was much smaller than 
the institutional advisor’s 
client base. I switched my 
accounts over to him. 
There are funds he has 
direct control over through 
a platform he uses, and there 
are funds, like my 401(k), 


he manages but doesn’t 
control. His most important 
value add is his allocation 
recommendations. There 
are many options, and he 
recommends the right ones 
for me. We review them on 
a quarterly basis. 

At our first quarterly 
meeting, we had a session 
for a good two hours when 
he walked us through his 
reports. Now, at the end 
of every quarter, we get a 
report, and if I have ques- 
tions I email or text him. I 
get a response in a couple 
of hours. And we have a 
comprehensive, annual 
review of the financial 
plan, the current situation 
of the portfolio and where 
we need to make changes. 

He sends us so much 
personalized information. 
I definitely see a difference 
between working with an 
independent advisor vs. a 
more-institutional one. If I 
were advising my children, 
I would tell them to start 
planning with a profession- 


al earlier than I did. E 


ages 
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ING EVENTS | 


September 27-29, 2023 
Ritz Carlton Marina Del Rey 


 RIAE ge est Marina Del Rey, CA 


) 2023 Strategically accelerate the growth of your business 


The industry's elite firms are growing by design, not by default. 
Learn how to create intentional, scalable and repeatable growth at 
the RIA industry's most impactful educational and networking event. 
RIA Edge’s peer-focused, workshop-oriented program will provide 
thoughtful frameworks and approaches for M&A, organic growth 
and talent development. 


e D ber 13-15, 2023 
Retirement tees ncsiiie’rs 
JOE The best networking event for retire t 
4 income advisors 


The latest trends in retirement income solutions, products, and 
personalized investment advice to help your clients achieve success 
l ent. Connecting advisors with insurance companies, 


= bro dealers, custodians, asset anagers, and educators who are 
very devoted to t d i of retirement income. 


KD 


and RIA Pier Together, EDGE will re advisors with efficient 
“cess to the most sought-after experts, thought leaders and 
searchers in investing, eee and practice management. 
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ESG Factors Enhance 
Credit Ratings in 
Predicting Default Risk 


COMPANIES ARE LIKELY TO PAY INCREASING ATTENTION TO THEIR BEHAVIORS 
RELATED TO ESG FACTORS BECAUSE THE COST OF CAPITAL IMPACTS 
COMPETITIVENESS. BY LARRY SWEDROE 


It’s no secret that 
investors and asset manag- 
ers alike have been assign- 
ing growing importance to 
environmental, social and 
governance dimensions 
during the selection of 
assets in portfolios. 

Now credit rating agen- 
cies also are increasingly 
viewing risks through 
an ESG lens when they 
assess if corporate bond 
issuers will be able to pay 
back their obligations. The 
United Nations Principles 
for Responsible Investment 
statement on ESG in credit 
risk and ratings, supported 
by more than 180 inves- 
tors (with over $40 trillion 
in collective assets under 
management) and 28 credit 
rating agencies (CRAs), 
including Fitch, Moody’s 
and S&P, recognizes that 
“ESG factors can affect 
borrowers’ cash flows and 
the likelihood that they 
will default on their debt 
obligations.” 

ESG factors, therefore, 
are important elements in 


assessing the creditwor- 
thiness of borrowers. For 
corporations, concerns 
such as stranded assets 
linked to climate change, 
labor relations challenges 
or lack of transparency 
around accounting prac- 
tices can cause unexpected 
losses, expenditure, inef- 
ficiencies, litigation, 
regulatory pressure and 
reputational impacts. 

The research into the 
effect of sustainable invest- 
ment strategies on corpo- 
rate bond portfolios has 
found that not only do high 
ESG scores lead to lower 
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corporate bond spreads, but 
also lower exposure to sys- 
tematic volatility, lower lev- 
els of idiosyncratic risk (less 
likelihood of suffering from 
issuer-specific risks), less 
exposure to the credit factor 
and reduced tail risk. The 
research also has found that 
after adjusting for credit 
quality, the higher-ESG- 
rated issuers still had lower 
spreads compared to the 
lower-ESG-rated issuers. 
The research (such as 
the 2021 study Dynamic 
ESG Equilibrium) found 
the same impact on equi- 
ties—higher ESG scores 


lead to higher valuations. 
Thus, a corporation’s focus 
on sustainable investment 
principles leads to a lower 
cost of capital, providing 
them with a competitive 
advantage. 


New Evidence 

Laura Bonacorsi, Vittoria 
Cerasi, Galfrascoli Paola 
and Matteo Manera, 
authors of the November 
2022 study ESG Factors and 
Firms’ Credit Risk, inves- 
tigated whether and how 
ESG factors (the ESG “raw” 
information used by the 
ESG rating agencies for 
constructing their ESG 
scores) representing a firm's 
concern toward sustain- 
ability and ethical behavior 
affect the creditworthi- 
ness of a company. Their 
rationale was motivated by 
research showing a wide 
dispersion of scores across 
the various CRAs. Thus, 
their results are indepen- 
dent from the ESG rating 
provider chosen. 

They used a cross-sec- 
tion for 2019 of European- 
listed companies for which 
they were able to obtain 
ESG raw factors. Then, 
using machine-learning 
techniques, they built a 
measure of creditwor- 
thiness. Their starting 
point was the ESG “raw” 
information sourced from 
MSC]—their choice among 
the ESG rating providers, 
as it stores this information 
for a sufficiently large num- 
ber of companies. MSCI’s 
database includes about 
700 ESG variables, ranging 
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from carbon emissions to 
worker fatalities per com- 
pany, as well as governance 
information. The authors’ 
measure of credit risk 

was the Altman Z-score, 
which is constructed from 
accounting variables. 

They explain: “The 
Altman Z-score classifies 
companies in three catego- 
ries: for scores below 1.1, 
companies are considered 
distressed; if the score is 
above 2.6, a company is 
considered safe; all com- 
panies whose score is in 
between these thresholds 
are instead considered to be 
ina ‘grey’ area, i.e., we can- 
not robustly classify them 
based only on balance sheet 
information. The majority 
of companies in our sample 
(48%) are safe, whereas 23% 
are distressed and 29% are 
in the grey area.” 

After scrubbing for 
missing data, the final 
data set included 102 ESG 
factors (51 E factors, 43 S 
factors and 8 G factors) for 
1,067 European companies. 
Following is a summary of 
their key findings: 


Environmental 
Factors 
Companies involved in 
financing projects with 
an environmental impact 
exhibited higher credit- 
worthiness only if they 
belonged to the manufac- 
turing sector. 
Carbon-intensive lines 
of business negatively 
affected creditworthi- 
ness, which was instead 
enhanced by having activi- 


ties in countries subject to 
adequate carbon regula- 
tions, especially for manu- 
facturing firms. Effective 
reduction target for carbon 
emissions did not improve 
the Z-score—this may 
have been due to a rising 
impact on costs necessary 
to achieve the substantial 
reduction in carbon emis- 
sions. The same rationale 
applies to companies that 
are compelled to meet high 
energy requirements and 
green regulations with 
respect to the buildings in 
which they operate. 

Large amounts of Scope 
2 greenhouse gas emissions 
had detrimental implica- 
tions on creditworthiness of 
firms, pointing at the cru- 
cial role of emissions caused 
by the generation of elec- 
tricity purchased by compa- 
nies, rather than those from 
sources directly owned or 
controlled by them. 

Holding assets in 
regions that are typically 
highly water intensive had 
a detrimental, though mod- 
erate, effect on creditwor- 
thiness perception. 


Social Responsibility 
Factors 

Poor safety levels and qual- 
ity induced a loss in cred- 
itworthiness. Yet, inter- 
estingly, participation in 
activities with low worker 
injury rates had a harm- 
ful effect on corporations, 
while operating in regions 
with high injury rates was 
beneficial for creditworthi- 
ness—perhaps this was due 
to a cost channel because 


companies allocating lower 
resources for safety protec- 
tion of their workers have 
higher liquidity and higher 
Z-scores. 

Companies with large 
revenues from countries 
where unsustainable lend- 
ing practices were present 
faced an adverse effect on 
their Z-score. The oppo- 
site was true if revenues 
originated from lines of 
business that were reliant 
on highly skilled or better- 
educated workers. 

Their findings led the 
authors to conclude that the 
introduction of the ESG fac- 
tors among the covariates 
in the full sample improved 
the explanatory power of 
default risk by 5-6%. 


Investor Takeaways 
The empirical evidence 
shows that ESG factors 
increase the explanatory 
power of credit scores in 
estimating the probability 
of default—when including 
the ESG factors in an OLS 
model in order to explain 
credit risk, together with 
the traditional accounting 
variables, they contributed 
to improve the fit of the 
model by reducing the 
mean squared errors. With 
rating agencies and inves- 
tors paying more atten- 
tion to ESG factors, and 
default risk being inversely 
related to the cost of debt, 
companies are likely to 
pay increasing attention 

to their behaviors related 
to ESG factors because 

the cost of capital impacts 
competitiveness. W 


A corporation's 
focus on 
sustainable 
investment 
principles leads 
to a lower cost 
of capital, 


providing 

them with a 
competitive 
advantage. 


MORE INVESTMENT: 


wealthmanagement.com/ 
investment 
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Morningstar Panel: 


60/40 Is ‘Bloodied, Dead 


PORTFOLIO CONSTRUCTION IN UNCERTAIN MARKETS NEEDS TO INCLUDE NON-U.S. STOCKS AND 
SECURITIZED DEBT, AS WELL AS LIQUID AND ILLIQUID ALTERNATIVES. BY DAVID BODAMER 


The combination of 
2022's rough results for the 
traditional 60/40 portfolio 
and the proliferation of 
alternative investments 
has produced a debate on 
portfolio construction 
that played out during the 
Morningstar Investment 
Conference in Chicago. 

A session featuring 
Joel Dickson, Vanguard’s 
global head of advice 
methodology; Philip 
Green, BlackRock’s head of 


global tactical asset alloca- 
tion team; and Catherine 
LeGraw, GMO’s asset allo- 
cation specialist, explicitly 
took up the question of 
whether the traditional 
60/40 portfolio is dead. 
Green called the 60/40 
strategy “bloodied,” but 
defended its long-term 
track record, and Dickson 
pointed to 2022 as an aber- 
rational year with bonds 
and stocks both posting 
negative returns—a scenar- 
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io unlikely to be repeated. 
LeGraw, meanwhile, said 
the 60/40 strategy is dead 
and argued for the inclusion 
of liquid alternatives, rather 
than traditional bonds, in 
client portfolios. 

“There are a lot of won- 
derful assets that are not 
represented in a traditional 
60/40 portfolio,” LeGraw 
said. “If you are using the 
Bloomberg aggregate bond 
index, there are many cred- 
it assets not represented. 


Things like securitized 
debt or high-yield bonds. 
... The market can serve up 
wonderful opportunities to 
take a different position in 
your portfolio.” 

Green argued that 
diversification is possible 
in a 60/40 portfolio with- 
out moving to alternative 
assets, although he did 
think an allocation of up to 
10% for alternatives could 
be reasonable for some 


investors in lieu of bonds. 


“You can shift some 
of that 60% portfolio to 
less interest-rate sensi- 
tive stocks, for example. 
Another thing you can do 
is diversify that 60% so it’s 
not all just U.S. stocks. ... 
If you had all 60% in U.S. 
equity last year, you were 
hit [but if you] diversified 
into Europe or Japan, it 
would give you diversifica- 
tion to what happened in 
the U.S. You can diversify 
across inflation regimes.” 

As for true alternatives, 
“if you are getting into 
private assets [you have to 
make sure] to do that at 
a reasonable fee or liquid 
alts at a reasonable fee. But 
if you start moving into 
liquid alts, make sure the 
diversification is really 
there. ... Just understand 
what youre getting into. 
You can do better than 
60/40, but it gets complex, 
and you have to understand 
what you are stepping into 
and what your client is 
stepping into.” 

Dickson echoed that 
caution. 

‘TIl agree that there may 
be a role for a strategic allo- 
cation to privates for those 
that can access it and do it 
at a reasonable cost to cap- 
ture a premium,” he said. 

A separate session took 
up the question of alterna- 
tives explicitly with panel- 
ists acknowledging that the 
wide variety of asset types 
and structures is one bar- 
rier to overcome for inves- 
tors and advisors. 

“Where they fit into 
portfolio construction 
[will be helped] by all of 
us defining what area of 
the alts business we par- 
ticipate in,” said Tara York, 


head of strategic partner- 
ships, Luma Financial 
Technologies. 

Luma, for example, 
focuses on capital markets 
based alternatives, includ- 
ing annuities, structured 
notes and market-linked 
CDs. In modifying the 
60/40 model, “we can look 
at alts, specifically struc- 
tured products, as a risk 
management tool. ... Often 
we focus on return—and 
we need to—but we also 
need to focus on risk. And 
structured products are 
one of many alts that are 
crucial to building out a 
holistic portfolio.” 

“The general aware- 
ness of private markets 
[among retail investors and 
advisors] is all very low,” 
said Michael Kell, senior 
vice president, education 
strategy and programs 
with iCapital. Institutional 
investors are more exposed 
to private investments, 
Kell said. “What I would 
argue is, who needs those 
returns? Retail investors 
need them.” 

To that end, Kell said 
iCapital’s goal is to provide 
education and analysis 
on alternatives assets and 
structures for advisors and 
retail investors. “There’s 
not a global asset manager 
right now that’s not hiring 
to build out in the alter- 
natives space,” he added. 
“That tells you that’s where 
the money is going.” 

For example, PIMCO 
launched a real estate 
interval fund this year as 
part of its offerings in the 
alternatives space. PIMCO 
CIO Dan Ivascyn said the 
level of uncertainty and 
volatility in markets is part 


of why alternative invest- 
ments could be attractive 
for investors, he said. 

“You have much less 
synchronized economic 
cycles (between countries). 
There is a lot of uncertainty 
in fundamentals. You have 
less liquid markets. There 
are fewer banks provid- 
ing liquidity. That’s a darn 
good environment for rela- 
tive value trading,” Ivascyn 
said. “We have the same 
view on credit relative 
value. You don't have to be 
exposed to directional risk. 
There’s a great opportunity 
to shift beta exposures into 
more liquid relative value 
segments of the market... 
Within the directional area, 
it could be interval funds, 
it could be non-traded 
products, private credit, 
real estate, etc. Here we 
think investors should be 
patient in their deployment 
of capital.” 

Digital assets, such 
as cryptocurrencies and 
tokenization, are another 
option. But as with other 
alternatives, education is a 
barrier that providers are 
trying to overcome. 

“Learning digital assets 
is very different than tradi- 
tional assets,” said Hashim 
Mirtha, CEO, MeetAmi. 
“It’s evolving quickly in 
terms of the technology, 
regulation and compliance. 
... A big focus for us is edu- 
cation of advisors on how 
to have this conversation 
with their clients. ... It is 
critical that advisors catch 
up to retail clients. As time 
evolves, there will be more 
digital versions of tradi- 
tional investments. Now is 
the opportunity for [advi- 
sors] to get up to speed.” E 
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CRESSET REAL ESTATE PARTNERS WAS A SEPARATE COMPANY—DIVERSIFIED REAL ESTATE CAPITAL—UNTIL 
FORMALIZING A PARTNERSHIP IN 2021. BY DAVID BODAMER 


Chicago-based wealth 
manager Cresset has rapidly 
expanded since emerging 
on the scene in 2017. In the 
wealth management sphere, 
Cresset Asset Management 
has expanded through 
organic growth and by 
mergers and acquisitions. At 
the same time, the firm has 
built out Cresset Partners, 
an investment management 
arm that focuses on sourc- 
ing private market oppor- 
tunities for both Cresset’s 
clients and other advisors. 
Within Cresset Partners 
sits a seasoned real estate 
investment arm, Cresset 
Real Estate Partners, 
that the wealth manager 
brought under its banner 
in 2021. The roots of that 
team go back more than 
20 years, with an orthodox 
start. Larry Levy built the 
Levy Restaurants chain 
back in the 1970s, eventu- 
ally selling the company 
entirely in 2006. Along 


the way, Levy took some 
of his wealth in his family 
office and focused on real 
estate investment. From 
there, Levy, along with 
partners Michael Miller 
and Jeff Cherner, launched 
Diversified Real Estate 
Capital in 2003 to work 
with additional family 
offices and high-net-worth 
investors on new real estate 
opportunities. Over the 
next 15 years, Diversified 
invested more than $1.5 bil- 
lion to develop or acquire 
assets, focusing on value- 
add, opportunistic and 
development strategies. 
Spurred by the creation 
of Opportunity Zones 
under the Tax Cuts and 
Jobs Act of 2017, Cresset 
and Diversified initially 
partnered in 2018 to launch 
the $465 million Cresset 
Diversified QOZ Fund. 
They later launched a 
second fund, Cresset 
Diversified QOZ Fund II. 
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The success of those 
two ventures led to Cresset 
and Diversified formalizing 
their partnership in 2021. 

WMRE sat down with 
Miller, a founder of Cresset 
Real Estate Partners, to dis- 
cuss the partnership. Miller 
currently serves as execu- 
tive managing director, 
leading the real estate team 
in creating and managing 
Cresset’s $3 billion develop- 
ment portfolio. 

This interview has been 
edited for style, length and 
clarity. 


WMRE: Can you talk 
about Diversified Real 
Estate Capital and how that 
business came together? 


Michael Miller: 
Diversified was a 
longtime capital 
provider for top 
tier operating 
partners, funded 
by a group of high- 


net-worth family offices. It 
started from Larry Levy’s 
family office (Levy Family 
Partners). Larry owned the 
largest caterer of corporate 
suites in professional sports 
facilities. When he sold the 
Levy Organization in 2006 
and became liquid, he and 
some of his friends with 
family offices wanted to 
invest in opportunistic real 
estate. Larry invited me and 
my partner, Jeff Cherner, 
to create Diversified as 
a vehicle for finding and 
funding real estate equity 
investments for this group 
of family offices. That 
worked well for a long time. 
Larry is a widely known 
entrepreneur nationally, 
and as our real estate busi- 
ness became more suc- 
cessful, we widened 
our group of fam- 
ily office inves- 
tors. Diversified 
invested in 25 
projects. It did them in 
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different forms—value-add, 
acquired some property, 
provided development capi- 
tal and eventually funded 
approximately $1.2 billion 
in equity. It’s a bit of an 
unusual situation to be a 
small shop like we were 
and be able to put together 
$50 million to $150 million 
checks for deals. 

We decided to continue 
investing in single transac- 
tions, rather than funds, 
because we could profitably 
focus on institutional qual- 
ity real estate of significant 
size and compete and create 
outperformance by being 
quicker and more flexible 
than institutional capital. 
We wanted to buy from 
institutions when there 
was value to be made or 
sell to institutions when 
the timing was right. We 
found it was better to chase 
the projects when we were 
competing with institu- 
tions. We didn’t necessarily 
have the cheapest capital, 
but we could be more 
nimble and move faster, 
and that allowed us to have 
some room to compete. 

We did that success- 
fully. As the real estate 
markets improved after 
2008, we started doing 
more and more deals, and 
our appetite got bigger. As 
the cycle continued, more 
value-add funds started, 
but the development busi- 
ness, which we understand 
really [well], continued to be 
undersupplied with capital. 
Development is typically 
capital-short. The develop- 
ment portion of the cycle 
isn't appealing to a lot of 
institutions because their 
capital needs an immediate 
cash return. A significant 


portion of family office 
capital is less focused on 
immediate returns and 
more focused on the total 
return benefits of holding 
real estate longer term. As 
we went on to 2013-14-15, 
and as the real estate cycle 
went on, we moved away 
from acquisitions and value 
add. We jumped into the 
development cycle and 
focused there. 


WMRE: At what point 
did the partnership with 
Cresset begin? 


Michael Miller: Prior 
to teaming up, we did all 
of our deals on a deal-by- 
deal basis, largely through 
single-purpose vehicles. We 
didn’t organize as a fund. 
And, frankly, our family 
office investors weren't 
particularly interested in 
being in a fund. Cresset 
came to us because of our 
track record and develop- 
ment expertise when they 
read over the Opportunity 
Zone (OZ) legislation in 
2017. Cresset asked us what 
we thought of the QOZ 
legislation, but there also 
was a personal connec- 
tion. (Cresset Founder and 
Co-Chairman) Eric Becker 
was Larry’s first intern 45 
years ago. 

We looked at the OZ 
legislation carefully and 
decided there were enough 
well-located OZs that we 
could envision developing 
enough high-quality real 
estate assets to support a 
fund. We envisioned a fund 
that captured a build-to- 
core philosophy, where 
our investors would end 
up with a portfolio of core 
quality assets after devel- 


opment and stabilization. 
Core is the segment of the 
real estate market that has 
the highest returns with 
the lowest risk over longer 
holding periods. Our look 
at the OZ legislation and 
the location of the OZs that 
were established led us to 
feel like we could make 
investments that were in the 
path of growth and would 
end up being core quality 
real estate assets over the 
10-year hold period man- 
dated by the legislation. 

We also realized, with 
the way the legislation was 
written, that it was better 
to have a fund model than a 
single deal model. Investors 
need to invest their capital 
gains within 180 days of 
realizing the gain. If the 
investment goes into a 
fund, the legislation allows 
at least another 180 days, 
or potentially even longer, 
to invest that capital. If you 
are operating on a single- 
deal basis and that 180 days 
could run out, you lose the 
potential tax benefits. In the 
fund model, we could pro- 
tect those tax benefits and 
develop a pipeline of assets, 
matching the capital com- 
ing in with the pipeline of 
assets we were interested in 
investing in. The first fund 
we launched was at the end 
of 2018. Now we are onto 
our third Opportunity 
Zone fund. 

We formed QOZ Fund 
I when Cresset was only 
a year old. It was a new 
wealth manager that had 
$3 billion or $4 billion 
in AUM. But they hada 
growth mindset. Now 
they've gone from $4 bil- 
lion AUM to $30 billion 
AUM. And our real estate 


VVMARE 


A significant 
portion of family 
office capital 

is less focused 
on immediate 
returns and 
more focused 


on the total 
return benefits 
of holding real 
estate longer 
term. 


MORE WMRE: 


wealthmanagement.com/ 
real-estate 


WealthManagement.com - Second Quarter 2023 - 19 


VVMARE 


Why Cresset Brought Real Estate Investment Under Its Banner 


We've grown our 
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platform has grown rapidly 
along with Cresset. 


WMRE: How large are 
those funds, and how did 
that relationship evolve 
from an external partner- 
ship to one where the real 
estate entity was brought 
under the Cresset banner? 


Michael Miller: The 
first two funds invested 
approximately $1.15 billion 
in equity OZs, and we are 
raising the third fund now. 
A year and a half ago, we 
started our first logistics 
fund. Cresset Logistics 
Fund I raised $250 mil- 
lion in equity and includes 
nine properties completed 
or under construction. 
We had been watching the 
industrial real estate busi- 
ness for a long time. Larry 
started his real estate career 
as an industrial and office 
developer in the 1970s, 
and we know that business 
very well. There wasn't a 
niche for us in that busi- 
ness when it was mostly 
about creating smaller 
buildings that required less 
equity. With the growth of 
e-commerce and other fac- 
tors, the logistics business 
changed, and tenants began 
requiring much larger 
buildings, sometimes up 
to 1 million to 1.5 million 
sq. ft. Consequently, the 
equity requirements have 
gone from metaphorically 
passing a hat and putting 
together $5 million to proj- 
ects that require equity in 
the $50 million to $60 mil- 
lion range. It’s gone from 
entrepreneurial type capital 
to institutional type capital 
over the past 10 years. 
Cresset allowed us to 
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access an expanded inves- 
tor base, including family 
offices and high-net-worth 
investors all over the coun- 
try. The platform gives us 
sizable capital to compete 
with institutions and allows 
our investors access to the 
type of institutional real 
estate assets and returns 
that they couldn't access 
previously on a direct 
basis. Cresset’s investors 
are well-served competing 
in this space and earning 
some great returns where 
the other options to invest 
in logistics would be public 
markets or the “pass the 
hat” entrepreneurial deals 
that have more risk. So, 
Cresset’s wealth manage- 
ment platform has served 
our real estate platform well 
in the sense that it has given 
us access to this investor 
group of ultra-high-net- 
worth investors and family 
offices. We've grown our 
investor base to be a much 
bigger network by teaming 
with Cresset. We view it as 
the future of our business, 
so we formalized the plat- 
form by putting everything 
under Cresset Real Estate 
Capital flag in 2021. Today 
we have about 20 profes- 
sionals in Cresset Real 
Estate arm and roughly $6 
billion in real estate assets 
in the portfolio. 


WMRE: What distin- 
guishes what you are doing 
from competitors in the 
wealth or real estate spaces? 


Michael Miller: One of 
points of differentiation is 
that we have a highly expe- 
rienced asset management 
group with a lot of con- 
struction experience. We 


are not passive partners. We 
are active in all phases of 
the development and own- 
ership process. In times like 
these, which are volatile 

in the capital markets and 
the construction markets, 
our experienced staff and 
large capital base gives us 
an edge. The development 
business requires a lot of 
flexibility. There are always 
changes, and many deci- 
sions that need to be made 
rapidly. While we have a lot 
of development and own- 
ership expertise, our flat 
organization allows us to 
stay nimble and take advan- 
tage of opportunities easier 
than some competitors. 


WMRE: How do investors 
working with Cresset get 
brought into deals? 


Michael Miller: Cresset 
has two sides. There’s the 
Cresset wealth management 
side and then an investment 
management side called 
Cresset Partners. Cresset 
Real Estate Partners sits 
within Cresset Partners. 
Cresset Partners is an 
alternative asset manage- 
ment group. The Cresset 
vision is that Cresset 
Partners includes real 
estate, private equity, pri- 
vate credit and venture 
capital. This gives the 
wealth managers, and 
consequently the Cresset 
clients, access to propri- 
etary private deals. This is 
avery big focus of Cresset 
and one of their points of 
differentiation with other 
wealth management com- 
petitors. The private invest- 
ment space is more likely to 
create alpha-type returns 
for Cresset’s investors than 


the public markets. Most 
wealth management clients 
don't have enough exposure 
to private investments. 


WMRE: But I also assume 
that not all clients would 
necessarily be a fit. So how 
does that work? 


Michael Miller: Cresset's 
wealth management plat- 
form operates independent- 
ly from the Cresset Partners 
platform, because our funds 
have to be the right fit for 
Cresset’s wealth manage- 
ment clients, addressing 
their portfolio needs. There 
are other real estate funds 
that those wealth manage- 
ment clients want to invest 
in, where Cresset Partner’s 
funds might not fit. 

For example, right 
now, we don't have a real 
estate income fund. The 
reason is because of where 
we were in the cycle and 
with what’s been going on, 
real estate income oppor- 
tunities haven't been that 
attractive to us. It’s become 
more attractive with the 
turmoil in the market and 
something we are look- 
ing at doing. However, 
in the meantime, Cresset 
wealth managers are using 
external real estate income 
funds when it is suited for 
clients’ portfolios. We have 
in-house expertise and we 
will look at funds and sug- 
gest which are the ones we 
would favor. But those are 
not Cresset funds. 


WMRE: But you are only 
working with accredited 
investors, correct? 


Michael Miller: 


Correct. There are a vari- 
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ety of parameters that are 
required of our investors in 
order to qualify to invest in 
our funds. Cresset’s back of 
the house fund administra- 
tion, legal, risk, compliance, 
reporting, etc. is market 
leading, and we couldn't be 
more pleased with our abil- 
ity to provide institutional 
quality services to our 
family office and high-net- 
worth clients. 

Our funds have a 
$250,000 minimum invest- 
ment, and the average 
check is $1 million. We 
tend to have two groups. 
There’s a group that aver- 
ages between $250,000 and 
$1 million per fund. And 
then there are much larger 
family offices. We allow 
the large family offices, the 
ultra-high-net-worth group 
to act on a co-investment 
basis. If they have a particu- 
lar basis, they can go in side 
by side with us as co-GPs. 


WMRE: Do you find there 
are any particular chal- 
lenges or idiosyncrasies 
when working with that 
investor base? 


Michael Miller: We 
look at everything from 
the real estate side. We're 
interested in doing the best 
real estate deals. Sometimes 
that fits a family office’s 
needs, and sometimes it 
doesn’t. Everything we do 
is intended to create core 
real estate when the assets 
are stabilized. We seek to 
develop core real estate, 
acquire core real estate, 
and add value to increase 
the quality of real estate 

to core, depending on the 
timing and relative yields 
for each of these strategies. 


Where we see value in that 
space, that’s where we cre- 
ate opportunity. 


WMRE: One thing that’s 
drawn some attention of 
late is some entities hitting 
their redemption request 
limits. Has that caused any 
concern among your inves- 
tor base? 


Michael Miller: It’s 
interesting because our 
investor base is tied to the 
Cresset wealth manage- 
ment arm. A lot of what we 
do is educate the wealth 
managers on what’s going 
on in the real estate mar- 
kets. For the people invest- 
ing with us, real estate is 
not generally their only 
investment or their largest 
investment. They have a 
variety of investments they 
are looking at. Wealth man- 
agers help them frame what 
the risks are in the world 
today. Jack Ablin, Cresset’s 
chief investment officer, is 
a storied economist and a 
brilliant investor. He sets up 
how Cresset wants to invest 
ona macro, big picture 
level. The wealth managers 
use that as a guide. 

Our feeling about it is 
that real estate fundamen- 
tals are better than capital 
markets. If you look at our 
portfolio, the office build- 
ings are leased and there 
are no delinquencies. A lot 
of tenants are unsure they 
will remain in the size of 
space they are in, but we 
haven't had anyone com- 
pletely evaporate. We didn’t 
have a big exposure to co- 
working. In times like these 
it pays off that we were 
conservative in our leverage 
and our underwriting. E 


For the people 
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us, real estate 
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Parents will have to 
wait longer this year to fill 
out the Free Application for 
Federal Student Aid. 
Traditionally, the 
FAFSA, which millions of 
families fill out each year, 
releases Oct. 1. The U.S. 
Department of Education, 
however, recently 
announced that the FAFSA 
for the 2024-2025 school 
year won't be available until 
sometime in December. 
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The FAFSA Gets an 
Overhaul 


THE DEPARTMENT OF EDUCATION IS CALLING IT THE “MOST AMBITIOUS AND 
SIGNIFICANT REDESIGN OF THE FEDERAL STUDENT AID APPLICATION IN 
DECADES.” BY LYNN O'SHAUGHNESSY 


The delay is due to 
the significant overhaul 
of the FAFSA, which the 
Department of Education 
has characterized as the 
“most ambitious and sig- 
nificant redesign of the 
federal student aid applica- 
tion in decades.” 

The Department of 
Education promised, in 
a document published in 
March, entitled 2024-2025 
FAFSA Roadmap, that 


before the new FAFSA is 
available it will release 
information to all inter- 
ested parties, including 
financial aid administra- 
tors, families, high school 
counselors, college consul- 
tants and financial advi- 
sors. Also in March, the 
department released a draft 
version of the new FAFSA 
and is soliciting comments 
on it. The comment period 
ended on May 23. 

One of the main goals 
of the FAFSA overhaul 
is to make it simpler to 
complete. The current 
FAFSA has 108 questions. 
The draft version shaves 
that number down to 46, 
although some include 
multiple parts. 


Highlights of the 
Remodeled FAFSA 
Here are some highlights of 
the new FAFSA, which will 
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generally be favorable for 
lower-income students and 
bad news for families with 
multiple children in col- 
lege, small businesses and 
households with divorce. 


The Student Aid Index 
The term Expected Family 
Contribution, which refers 
to how much the fed- 

eral aid formula believes 

a household can pay for 
college, is being changed to 
Student Aid Index. In real- 
ity, most colleges charge 
families more than what 
their EFC suggests. 

I think the name change 
is unnecessary, but some 
pushed for it, saying that 
the term EFC caused some 
parents to feel badly, since 
their EFC didn’t match 
what they could afford 
or that they assumed that 
they wouldn't have to pay 
any more than their EFC. I 
don't see how changing the 
name will help. 


Goodbye Multiple Child 
Discount 

The FAFSA overhaul will 
be a financial hardship 
for families with more 
than one child in college. 
Traditionally, parents got 
a 50% break on their EFC 
with two children in col- 
lege, increasing to 66% 
with three. 

Here’s an example of 
how this worked. Let’s 
say a household’s EFC is 
$40,000 when one child is 
in college. When a sibling 
starts college the next year, 
the EFC for each child 
would be $20,000. 


The elimination of the 
multiple-child discount 
was made to honor retired 
U.S. Sen. Lamar Alexander 
(R-TN), who felt the dis- 
count wasn't fair to parents 
with one child in college or 
who spaced their children 
farther apart. 


No More Exclusions for 
Small Businesses and 
Family Farms 

The new FAFSA didn't 
do any favors for small- 
business owners and 
family farms. In the past, 
these folks enjoyed the 
ability to exclude their 
business and farm assets 
from the FAFSA, as long 
as they did not employ 
more than 100 full-time 
or full-time equivalent 
workers. That exemption 
will no longer exist. 

How those assets 
impact a household’s 
Student Aid Index will 
depend on a family’s 
adjusted gross income, 
as well as the value of the 
business or farm. 

The Iowa College 
Student Aid Commission 
recently released a study 
showing how financially 
punitive this change will 
be for some of those 
impacted. 


New Formula to 
Determine Custodial 
Parents 

Changes to the traditional 
formula, which made it 
easy for the custodial par- 
ent—who completes the 
FASFA—to be the one who 
has the lowest income and 


assets, will be tough on 
some divorced parents. 
Traditionally, the custodial 
parent was the one with 
whom the student lived 
the majority of a 12-month 
period ending on the 
day the FAFSA was filed. 
With the new formula, it’s 
the parent who spent the 
most money on the child, 
and that will often be the 
parent who is better off 
financially. 

Meanwhile, child sup- 
port will be reported as 
an asset, rather than as 
income. This change will 
reduce the impact on a stu- 
dent’s financial aid eligibil- 
ity, since assets are assessed 
less harshly than income. 


Family Assistance Will 
Go Further 

The FAFSA changes are 
good news for grandpar- 
ents and other generous 
souls who want to help 
with a child’s college costs. 
Starting with the 2024- 
2025 school year, qualified 
distributions that are made 
by grandparents, aunts, 
uncles and others will no 
longer be taxed as a child’s 
untaxed income. 


A Boost for Lower- 
Income Students 

The federal financial aid 
formula will become more 
generous to lower-income 
students. The changes 
will allow an additional 
1.7 million students to 
qualify for the maximum 
Pell Grant, which is worth 
$7,395 for the 2023-2024 
school year. E 


One of the 
main goals 

of the FAFSA 
overhaul is to 
make it simpler 
to complete. 
The current 
FAFSA has 108 
questions. The 
draft version 
shaves that 
number down 
to 46, although 
some include 
multiple parts. 


Lynn O’Shaughnessy 


is a nationally recognized higher-ed 
speaker, journalist and author of The 
College Solution. She 
writes about college 

for CBS MoneyWatch 
and her own blog, 
TheCollegeSolution.com. 
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Why Annuity Sales Are 


Surging 


AND HOW THESE PRODUCTS MEASURE UP AGAINST SOCIAL SECURITY 
OPTIMIZATION. BY MARK MILLER 


The hot pace of infla- 
tion, and the resulting 
higher interest rates, have 
changed the retirement 
income landscape in some 
important ways. Along 
with a record 8.7% Social 
Security cost-of-living 
increase this year, we've 
also seen much-improved 
rates of return on safe, 
fixed-income products such 
as certificates of deposit. 

But the shifting eco- 
nomic scene also has had 
a notable impact on one 
often-overlooked product 
area: annuities. 

Higher interest rates 
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and market volatil- 
ity helped drive a record 
increase in annuity sales in 
2022. Total sales surged to 
$310.6 billion, 22% higher 
than 2021 and 17% higher 
than the previous record 
level set in 2008, accord- 
ing to the Life Insurance 
Marketing and Research 
Association (LIMRA). 

“Tt was a unique year 
in the individual annu- 
ity market,” said Todd 
Giesing, assistant vice 
president of LIMRA annu- 
ity research. “We saw 
interest rates rise very 


quickly, which helps sales 


of all annuity products. At 
the same time, equity mar- 
kets saw a lot of stress, so 
investors were looking for 
protection.” 

The increased pace of 
annuity sales could contin- 
ue if interest rates remain 
high and equity markets 
remain volatile. 

Along with market 
conditions, demographic 
trends also have contribut- 
ed to the growth in annuity 
sales, Giesing notes. “We 
have more people who are 
near or at retirement ages, 
and people tend to get more 
conservative with their 
investments as retirement 
approaches.” But the pan- 
demic also played a role, 
he says, by boosting the 
number of people entering 
retirement involuntarily. 

In a previous col- 
umn, | noted that most 
Americans underestimate 
longevity risk. I recom- 
mended focusing on Social 
Security optimization 
and portfolio drawdown 
strategies with clients—an 
approach that I think 
should be primary, for rea- 
sons I'll discuss below. 

But growing worry 
about longevity and life- 
time income also could 
be a driver of the surge in 
annuity sales. 

A recent LIMRA survey 
found declining confidence 
among pre-retirees that 
they will receive enough 
income in retirement to 
meet their living expenses. 
Just 44% expect income 
from Social Security, tra- 
ditional defined benefit 
pensions or annuities will 
be sufficient; that’s down 
from a peak of 58% in 
2017. (LIMRA surveyed 


Photo: AlxeyPnferov/iStock/Getty Images 


current and future retirees 
aged 40 to 85 with at least 
$100,000 in household 
investable assets.) 

Last year, the major 
standout category was 
fixed rate deferred 
annuities, which provide a 
CD-like guaranteed return 
for maturities ranging 
from three to 10 years. 
Sales more than doubled in 
2022 to $112.1 billion—and 
fourth quarter sales were 
a whopping 241% ahead of 
2021. Fixed indexed annui- 
ties, which add downside 
protection, also had a 
record quarter and year. 

Higher interest rates 
help insurance companies 
to earn more on their own 
portfolios, and they are able 
to pass the higher returns 
to buyers in the form of 
greater payout rates. At 
the peak of the pandemic, 
fixed rate deferred payout 
rates averaged around 1%, 
Geising notes, but jumped 
to nearly 4% by the end of 
last year. And those are just 
the averages—some of the 
more competitive products 
were topping 5%, he notes. 


Sales Channels 
Rollovers from workplace 
retirement plans into 
Individual Retirement 
Accounts are roughly 
half of the new business, 
LIMRA statistics show. 
Most annuities are still 
sold on commission. But 
fee-based sales, typically 
made through registered 
investment advisors, are 
a trend worth watch- 
ing. Currently, fee-based 
annuity sales are a small 
segment of overall annu- 
ity sales—less than 5%, 
according to LIMRA. 


DPL Financial Partners 
has played a leading role 
in developing this market, 
building out a platform that 
connects insurance carriers 
with advisors. The com- 
pany aims to offer low-cost 
annuity products without 
the bells and whistles often 
found in commission-sold 
products, and which can 
make them expensive 
and difficult for clients to 
understand. 

DPL launched five years 
ago with six insurance 
carriers and 15 products— 
today more than 20 carri- 
ers are on the platform sell- 
ing 70 products. David Lau, 
founder and CEO of DPL, 
says the company crossed 
the $1 billion mark in sales 
last year, and he expects 
that to double in 2023. 

DPL has a membership 
model for RIAs, charging 
anywhere from $1,000 to 
$5,000 annually; roughly 
6,000 advisors have joined. 

“There have been mas- 
sive improvements in the 
availability of products that 
RIAs can use in client port- 
folios,” says Lau. Typically, 
advisers are using the 
platform to replace fixed 
income assets. 

“I like to say that the 
root of all evil with annui- 
ties is the commission,” 
he adds. “It literally is the 
cause of every problem 
you might have with 
annuities —surrender 
periods, bad sales practic- 
es, complexity. When you 
eliminate that, you've got a 
great structure.” 


Still Primary: 
Social Security 
Optimization 

My suspicion is that most 
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RIAs will look to optimize 
clients’ Social Security 
benefits before consider- 
ing an annuity—as they 
should. Social Security 
remains the best type 

of annuity income you 
can buy—the word “buy” 
refers to the cost of meet- 
ing living expenses while 
you wait to claim. That 
purchase can be made 
from wage income if your 
client continues to work, 
or from portfolio draw- 
downs—which can be a 
good strategy. 

Delayed claiming is 
an especially good deal 
for women because the 
percentage increases in 
benefits are the same for 
both genders. That’s not 
true for annuities (or long- 
term care insurance, for 
that matter), which are 
priced differently for men 
and women based on their 
expected longevity. This 
parity means that most 
women will receive a com- 
paratively larger lifetime 
benefit by delaying. 

Moreover, the extra 
benefits that come from 
delaying Social Security 
filings are actuarially fair, 
in that no extra cost is 
borne by the system due to 
participants’ claiming the 
benefit at different ages. 
Social Security’s annuity 
“pricing” also benefits from 
the system’s efficiency— 
there are no marketing, 
management or risk-bear- 
ing costs. 

Oh, and by the way— 
automatic inflation pro- 
tection is built in at no 
extra charge—as we were 
reminded by that huge 8.7% 
Social Security cost-of-liv- 
ing increase this year. B 
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“I like to say 
that the root 

of all evil with 
annuities is the 
commission. 

It literally is 

the cause of 
every problem 
you might have 
with annuities— 
surrender 
periods, bad 
sales, practices, 
complexity. 
When you 
eliminate that, 
you've got a 
great structure.” 


Mark Miller is a journalist 
and author who writes about trends in 

| retirement and aging. 
He is a columnist 

for Reuters and 
also contributes to 
Morningstar and the 
AARP magazine. 
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Ensemble Capital Management 


HOW A QUARTET OF YOUNG OWNERS GREW THE FIRM'S ASSETS BY MORE THAN 325% IN SEVEN YEARS. 


BY ALI HIBBS 


Started in 1997 as an 
asset management shop, 
San Francisco-based 

RIA Ensemble Capital 
Management didn’t begin 
growing in earnest until an 
internal succession seven 
years ago. The new owners 
have grown the firm from 
$350 million in client assets 
to $1.5 billion, increased 
staff from five to 16 and 
built out the financial plan- 
ning side of the business. 

From 2018 to 2021, the 
firm nearly doubled AUM 
year over year, accord- 
ing to data analyzed by 
WealthManagement.com’s 
RIA Edge and Discovery 
Data. A focus on adding 
talent to accommodate 
the rapid expansion while 
maintaining client service 
earned Ensemble Capital a 
spot on the inaugural RIA 
Edge 100 list. 

Nearly all the firm’s 
growth is attributable to 
referrals and expanded 
share of wallet, according 
to President and CIO Sean 
Stannard-Stockton, driven 
by investments in talent 
and technology. 

When Stannard- 
Stockton joined in 2002, 
the RIA was still named 
after founder Curtis Brown 


and primarily focused ona 
proprietary equity strategy. 
While it still boasts healthy 
investment returns for cli- 
ents, the name was changed 
to Ensemble in 2004 after 
Stannard-Stockton became 
a shareholder. A chartered 
advisor in philanthropy, he 
soon spearheaded a focus 
on charitable planning that 
now accounts for about a 
quarter of the firm’s assets. 
“An ensemble is a 
group of people or things 
deliberately put together 
to work in harmony,” said 
Stannard-Stockton. “We 
think about that in terms 
of the portfolios we're 
constructing but, also, our 
team-based approach.” 
Stannard-Stockton, 
along with his wife and 
Director of Business 
Operations Cathy 
Stannard-Stockton; Matt 
Pearson, who heads up 
operations and compliance; 
and Chief Advisory Officer 
Ludo Thomasson, began 
the process of buying out 
Brown in 2015. He retired 
two years later. Pearson has 
been with the firm since 
2008 and Cathy Stannard- 
Stockton since 2010. 
Thomasson, a CFP, 
joined in 2014 to help 
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bring the firm from a 
“light planning model” to 
“full-blown service.” 

“We learned along the 
way that wealth planning 
is as important, and even 
more important, than rela- 
tive performance numbers 
for many of our clients,” 
Stannard-Stockton 
explained. “At that point, 
we were really focused 
on growth and investing 
in the tech stack and the 
overall process.” 

At the time, the firm 
was running on Schwab’s 
PortfolioCenter platform, 
“a very basic, sort of free 
service,” said Stannard- 
Stockton, and Ensemble 
was at a stage in its growth 
where it was becoming 
increasingly difficult to 
provide the personalized 
services it wanted to. 

“What we recognized in 
2015 was that to really get 
to that next level of a billion 
and beyond required figur- 
ing out how to customize 
portfolios and client ser- 
vice—but doing it at scale,” 
said Stannard-Stockton. 

The significant invest- 
ment the firm made in 
its cloud-based Tamarac 
platform, which includes 
a CRM and trading and 


reporting tools, was a “big 
leap of faith,” he said. 

“We built out this very 
robust system to allow an 
advisor to send customiza- 
tion requirements to the 
trading team and then have 
that be encoded into our 
system and make sure we're 
truly managing customized 
portfolios at scale.” 

“What it really required 
was a big shift in our men- 
tality,” explained Stannard- 
Stockton. “We had to go 
from saying, ‘Once we 
grow revenue and have 
more cash flow, then we'll 
invest in the business,’ to 
reversing that and saying, 
‘The only way we're going 
to grow is through invest- 
ing in the business.” 

The new leadership 
team made its first two 
hires the same year, adding 
an operations manager and 
an MIT-educated invest- 
ment analyst and CFA. In 
2016, they brought in a 
portfolio manager, another 
CFA, who eventually 
became a shareholder in 
the firm and now directs 
portfolio management. 

In 2017, the firm added 
another operations asso- 
ciate and another CFA 
investment analyst. 


mble 
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Ensemble hired two 
new wealth managers 
the following year, one 
of whom is now also a 
shareholder and the other 
of whom is a CFP and 
certified divorce finan- 
cial analyst. Since then, 
the firm has added five 
more positions—a CFP 
investment associate, a 
wealth manager who is 
both a CFP and a certified 
investment management 
analyst, a senior operations 
associate, a client service 
manager and a director of 
talent and culture. 

What used to be a gang 
of four making all the 
decisions has now become 
teams of people that 
need coordination, said 
Stannard-Stockton. 

“One of our most criti- 
cal recent hires has been 
our director of talent and 
culture,” he said of Kelly 
Macias, who joined the 
firm in 2021. “She has come 
into what some people 
would call an HR function, 
but her focus isn’t just on 
benefits and things like 
that. It’s about driving a 
culture in which you are 
attracting and retaining 
the most talented people 
you possibly can and get- 
ting the most out of them 
through having them work 
together—and the only way 
that’s going to work is if 
they think it’s a great place 
to work, too.” 

As the name implies, 
the client service model at 
Ensemble is a team-based 
approach. Advisors don’t 
have their own clients, and 
back-office staff often step 
into client-facing roles. 

“We really try and 
cut layers of connections 


between the client and the 
action down as much as 
possible,” said Stannard- 
Stockton, explaining that 
things like account open- 
ing and money transfers 
are easily handled directly 
by operations staff. 

“We also have two full- 
time analysts who have 
no client responsibilities 
and are just running the 
investment strategy with 
me,’ he said. “When we 
have a new client with a 
large legacy position, they 
come in and help analyze 
that position in the context 
of the overall portfolio 
with the advisory team. 
And so, really all the dif- 
ferent groups are involved 
to some degree or another 
with client service.” 

Business management is 
something with which the 
Ensemble investment team 
is intimately familiar—they 
base their entire strategy 
around business analysis. 

“That’s what makes us 
special,” said Thomasson. 
“Most of Sean’s time is 
spent analyzing businesses 
we're thinking of investing 
in, and having that under- 
standing allows us to apply 
it in the best way possible 
to our own business.” 

Another differentiator, 
offered Stannard-Stockton, 
is a proactive effort to 
communicate with clients 
regarding investment deci- 
sions and market fluctua- 
tion. He said social media 
and digital communication 
have been invaluable in 
that respect. 

Ensemble publishes 
a regular blog that has 
garnered interest—and 
brought in assets—from 
institutional and interna- 
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tional investors. Stannard- 
Stockton admits the con- 
tent can get a little wonky 
but said even laymen stand 
to benefit and that it creates 
an additional avenue for 
growth, while providing a 
scalable comfort blanket for 
the firm’s existing clients. 

On top of that, 
Ensemble does quarterly 
calls to explain the nuances 
of stock and bond market 
conditions. 

Pointing out the firm 
has a client retention rate 
of 99.6%, he said: “Clear 
and direct communica- 
tion with clients, treating 
them like the smart people 
they are and helping them 
understand what's going 
on in the world is one of 
our really big advantages— 
and it's why our clients 
have stuck with us even 
through periods when we 
underperform.” 

Ensemble expects to 
grow net new assets by 
around 10% a year going 
forward, added to anoth- 
er 5% growth in portfolio 
performance—essentially 
doubling in size every 
five years. 

“That feels like a con- 
trollable level of growth 
where we're driving really 
exceptional returns to the 
owners of the business,” 
said Stannard-Stockton. 
“And creating great career 
paths and opportunity for 
our talented employees. 
Where we're able to drive 
the revenue to keep invest- 
ing and expanding our 
services, but not so fast that 
the wheels come off or that 
we feel like we don’t have 
our arms around anything. 
And that’s an important 
balance to strike.” E 


“One of our 
most critical 
hires has been 
our director 


of talent and 
culture.” 


MORE RIA EDGE: 


wealthmanagement.com/ 
ria-edge 
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F.L.Putnam 
Investment 
Management 


CEO TOM MANNING INSISTED ON EQUITY FOR 
F.L.PUTNAM EMPLOYEES BEFORE ACCEPTING THE 
JOB AND WENT ON TO GROW THE FIRM'S AUM BY 
200% IN JUST SEVEN YEARS. BY ALI HIBBS 


When CEO Tom 
Manning accepted the 
offer to run F.L.Putnam 
Investment Management 
in late 2015, he insisted 
that employees be given 
equity in the firm as a con- 
dition of his employment. 
At the time, FL.Putnam 
was managing about $1.4 
billion in client assets 
and primarily focused on 
investment management 
for institutions, founda- 
tions and endowments. 
Since Manning took the 
helm, the century-old firm 
has grown assets to $4.2 
billion, built out financial 
planning capabilities for 
wealthy individuals and 
families, and acquired an 
alternative investment 
consulting business. Over 
the past four years, the 
Wellesley, Mass.—based 
firm has more than 
doubled its staff, expand- 
ing to 84 employees across 
offices in five states, and 
maintained a high ratio of 
credentialed, client-facing 
advisors—earning it a place 
on WealthManagement.com’s 
RIA Edge 100 list, released 


in February. 

“Tt was a condition 
of my employment that 
equity of the firm would 
begin to be distributed to 
the people within the orga- 
nization,” Manning said, 
noting that nearly half of 
the firm’s employees are 
currently equity owners, 
and he expects that num- 
ber to grow. 

“There's a huge dif- 
ference between people 
that operate as employees 
of the organization and 
those that operate and act 
as owners of the business,” 
he explained. “It’s had an 
incredible impact on the 
culture of the firm. And, 
in my mind, one of the 
key reasons the firm has 
grown the way that it has 
is because everyone has a 
big, vested interest in what 
we do and how we do it on 
behalf of our clients. And I 
think it shows.” 

Manning also initiated 
a new focus on building out 
comprehensive financial 
planning services—starting 
with adding talent. 

“The private planning 
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business is where I really 
felt the opportunity was,” 
he said. “We needed to build 
out financial planning to 
go alongside the investment 
platform that had been built 
here over the firm’s history.” 

He reached out to 
industry contacts to build 
a team that would sup- 
port growth, beginning 
with financial planners 
and adding operations and 
technology support early 
on. One of his first hires, 
he said, was an advisor 
who had left the firm to 
pursue financial planning 
elsewhere and came back 
when Manning reached 
out to explain the changes 
that were underway. 

In 2019, F.L.Putnam 
acquired Financial Focus 


in New Hampshire and 
opened a new office in 
Providence, R.I., run by the 
former president of BNY 
Mellon in Rhode Island. 

“The acquisition of 
Financial Focus accelerated 
the growth of our finan- 
cial planning capabilities,” 
Manning said. “As those 
pieces came together, the 
model has just been incred- 
ibly attractive to prospec- 
tive clients.” 

He explained that each 
client has two dedicated 
advisors: one investment 
advisor focused on port- 
folio construction and tax 
strategy and one financial 
planner working on all 
other non-investment- 
related needs. 

“That way, the client 


gets two experts rather 
than one individual that 
tries to handle both sides of 
the equation,” he said. 

All the firm’s financial 
planners are CFPs, and the 
staff includes a veritable 
alphabet soup of other key 
professional designations. 

“Anyone that is look- 
ing to grow within our 
organization, we're sup- 
porting them in acquiring 
these designations,” said 
Manning. 

In 2021, FL.Putnam 
acquired Atrato Advisors, 
adding a new alternative 
investment consulting 
business to complement 
the firm’s existing capabili- 
ties and creating another 
line of revenue providing 
outsourced service to other 
firms, family offices and 
institutions. 

In late 2022, the firm 
received debt investment 
capital from Emigrant 
Partners, the private equity 
arm of Emigrant Bank 
headed up by then-CEO 
Karl Heckenberg. “Under 
Tom Manning’s leadership, 
F.L.Putnam has built out 
an amazing management 
team and culture that will 
continue to help accelerate 
their already incredible 
growth,” Heckenberg said. 

The added capital will 
be used “solely for growth,” 
said Manning. “To continue 
to invest back into the busi- 
ness, into the capabilities 
we already have, but also to 
attract new advisors, con- 
tinue our M&A effort and 
really focusing on trying 
to continue to build out the 
services that we can pro- 
vide to our clients to add to 
the value proposition that 
we deliver to them.” 


Those investments 
include scaling the con- 
sulting business, expand- 
ing capabilities around 
taxes, estate planning and 
trust services and adding 
capabilities around 401(k) 
management. The firm is 
also looking into adding 
bill pay and tax prepara- 
tion services. 

Manning said he’s open 
to building, acquiring or 
hiring for desired capabili- 
ties—but remains primar- 
ily focused on beginning 
with talent. 

“We're first seeking peo- 
ple that we know that pro- 
vide these services,” he said. 
“We've really been able to 
build our business around 
people that we know and 
trust, and the culture of the 
firm is incredibly impor- 
tant. So, when we think 
about M&A, we're really 
being thoughtful about the 
people that we're bringing 
in first and foremost.” 

Manning recognizes 
that continued growth 
is necessary to attract 
and retain top talent, 
and anticipates growing 
F.L.Putnam at an annual 
rate of around 12% going 
forward, saying that 10% 
to 15% annual growth 
would be “a great pace.” 

“The growth compo- 
nent is really something 
that allows us to promote, 
to retain and to recruit 
people into the firm,” he 
said. “Without that, we’d 
look like we did seven or 
10 years ago, where we're 
only growing by virtue of 
market appreciation, and 
we have employees rotat- 
ing in and out. Our reten- 
tion rate now is incredible, 
and the people we have 
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here are among the best in 
the industry.” 

Manning said he hasn’t 
had the same difficulty 
finding talent that much of 
the industry is experienc- 
ing and that F.L.Putnam 
has been successful not 
only hiring for the roles 
it needs but also attract- 
ing the specific people it 
wants. “It may take a little 
longer,” he said, “but we've 
been very successful in our 
recruiting.” 

Employees are allowed 
to work remotely, in 
an office or in a hybrid 
setting—depending on 
their roles and individual 
needs—and Manning 
said he is willing to build 
offices around desired and 
existing talent, provided 
the office will be used at 
least three days a week. He 
said the firm is currently in 
talks with “some tremen- 
dous advisors scattered 
around the country,” but is 
mainly focused on expand- 
ing existing locations and 
pursuing opportunities 
in areas where the firm 
has concentrated pockets 
of clients, including the 
nation’s mid-Atlantic and 
Midwest regions. 

At the end of the day, 
Manning said: “We want to 
make sure that we continue 
to create opportunities 
for our people and for our 
clients, and we need to 
grow to be able to do that. 
Everyone is on board with 
that here. They understand 
it. We're all rowing in the 
same direction, and we're 
really enjoying the process. 
It’s been a great run here 
the last seven years, and 
our hope is we can keep it 
going in the future.” E 


All the firm’s 
financial 
planners are 
CFPS, and the 
staff includes 
a veritable 


alphabet soup 
of other key 
professional 
designations. 


MORE RIA EDGE: 


wealthmanagement.com/ 
ria-edge 
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Artificial intelligence 
is rapidly transforming the 
financial services industry. 
One of the most promis- 
ing areas of Al is its ability 
to help financial advisors 
provide better service to 
their clients. 

Here are some of the 
ways AI is helping financial 
advisors right now: 


Automating Tasks 
Al can automate many of 
the time-consuming tasks 
that financial advisors 
typically perform, such as 
research, data analysis, and 
report generation. This 
frees up advisors to spend 
more time with their clients 
and provide them with per- 
sonalized attention. 


Providing Insights 
AI can analyze vast 
amounts of data to iden- 
tify trends and patterns 
that would be difficult for 
humans to spot. This infor- 
mation can be used to help 
financial advisors make 


better investment decisions 
for their clients. 


Personalizing 
Advice 

Al can be used to personal- 
ize financial advice for each 
client based on their indi- 
vidual needs and goals. This 
helps ensure that clients are 
getting the advice that is 
most relevant to them. 


Making 
Recommendations 
AI can be used to make 
recommendations to clients 
about investments, insur- 
ance, and other financial 
products. This helps clients 
make informed decisions 
about their finances. 


Providing Access to 
Information 

Al can help financial advi- 
sors provide their clients 
with access to informa- 
tion about the markets, 

the economy, and other 
financial topics. This helps 
clients stay informed about 
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their finances and make 
better decisions. 


Responding To 
Queries 

Al can be used to respond 
to client queries about their 
finances. This can help 
clients get the information 
they need quickly and easily. 


Managing Risk 

Al can be used to help 
financial advisors manage 
risk for their clients. This 
can help protect clients 
from losses and ensure 
that they achieve their 
financial goals. 


Compliance 

AI can be used to help 
financial advisors comply 
with regulations. This 
helps ensure that advisors 
are meeting their legal 
obligations and protecting 
their clients. 


Overseeing 
Investments 
Alcan be used to oversee 


How Is Al Helping Financial 
Advisors Right Now? 
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WITH NO EDITING* 


investments and make sure 
that they are performing 
as expected. This helps 
ensure that clients’ invest- 
ments are protected and 
that they are achieving 
their financial goals. 


These are just a few 
of the ways AI is helping 
financial advisors right 
now. As AI continues to 
develop, it is likely that 
financial advisors will find 
even more ways to use it to 
provide better service to 
their clients. 

Overall, Al is a powerful 
tool that can help financial 
advisors improve their 
practice and provide their 
clients with better service. 
If you are a financial advi- 
sor, I encourage you to learn 
more about AI and how it 
can benefit your practice. 


Read the online version of 
this story to see how OpenAl’s 
ChatGPT and Microsoft's 
Bing responded to this same 
question. E 
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The Men (and Women) Behind 
the Machines 


THESE MINDS ARE LEADING THE INEXORABLE MARCH OF GENERATIVE AI INTO FINANCIAL SERVICES. 


Alan Gurung 


CO-FOUNDER AND CEO OF SIFA 
BY DAVIS JANOWSKI 


Alan Gurung, CEO 
and co-founder of SIFA, a 
generative Al startup based 
in London, has a singular 
goal for how his technol- 
ogy will help his financial 
advisor customers. 

“Our hope is that by 
the end of this year our 
advisors will be able to 
look after three times the 
number of clients they do 
today,” said Gurung, and 
do so without additional 
stress or long hours. 

Gurung and his co- 
founder Roshan Tamil 


Sellvan (an engineer 
and serial entrepreneur) 
started SIFA, which 
stands for super indepen- 
dent financial advisor, 
along with a small team 
of two other machine 
learning engineers and 
two student interns. 
Gurung, for his part, 
worked as an advisor and 
partner for the huge U.K. 
advisory firm St. James's 
Place and sold his book 
of business to start SIFA. 
(Sellvan had just done the 
same with his own startup.) 


Their new technology 
was built specifically to 
automate ongoing commu- 
nications between advisors 
and their clients, a pain 
point Gurung specifically 
struggled with during his 
time as an active advisor. 

“I was constantly 
frustrated with how best 
to communicate with my 
clients, what would matter 
most to them, how often 
and how to keep ahead 
of their needs and life 
events,” he said. 

SIFA was in stealth for 
four months before offi- 
cially launching in January. 
According to Gurung, 

210 advisory firms in the 
U.K. and US. already have 
adopted it. 

He credits tech-savvy 
XYPN advisors with dis- 
covering and bringing the 
application stateside. 

“We built this origi- 
nally for the U.K. advisor 
community but found that 
American advisors have 
been a lot more responsive 
in terms of feedback and 
so, we are going where the 
demand is, and it’s in the 
States,” said Gurung. 

The AUM, on average, 
of the firms using SIFA is 
$100 million to $150 mil- 
lion, he said, but added that 
there are five user-firms 
that have more than $1 bil- 
lion in AUM. 

“We see the biggest 
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advantage, though for the 
smaller firms right now,” 
he said; the technology can 
serve as a sort of paraplan- 
ner or project manager for 
a small practice. 

Data is brought in 
from a variety of docu- 
ment types, whether 
PDFs, Microsoft Word 
documents or text 
files—that contain both 
structured data (like cli- 
ent account statements) 
and unstructured data. It’s 
also common for advisors 
to provide the application 
with iPhone or Android 
voice memo recordings of 
client meetings, or post- 
meeting notes. 

“Sit back and relax, 
while I work my magic,” a 
popup tells the user while 
SIFA is ingesting informa- 
tion or performing another 
task, such as answering 
an advisor’s hypothetical 
question about their client 
‘Dave’: “Who are the ben- 
eficiaries in Dave’s will?” 

The startup already 
has integrations with 
advisor CRM application 
Wealthbox and finan- 
cial planning software 
eMoney; further inte- 
grations with two other 
popular advisor technol- 
ogy products are in the 
works, but Gurung said 
he could not yet make 
those names public. 


The SIFA dashboard is 
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made up of tiles, includ- 
ing “Insights’—things the 
Al has uncovered for the 
advisor as possible talking 
points or ideas for a par- 
ticular client’s To-Do list. 
For example, “Dave 
has a dog that is having 
surgery next month...” is 
an insight pulled out of the 
last meeting with ‘Dave,’ 
and the advisor can assign 
SIFA the “Task” of writing 
to ‘Dave’ preemptively. 
With the applica- 
tion’s “Email Assistant,” 
a dropdown lets you 
select from “Friendly,” 


» 


“Creative,” “Formal,” 


“Funny” or “Professional” 
and a length of “Short,” 
“Medium” or “Long.” 

These categories 
weren't pulled from thin 
air. Gurung said that they 
came from trial and error 
and ongoing tuning, talk- 
ing to advisors, some of 
whom said that their com- 
munications were coming 
out as too stiff or overly 
friendly, etc. 

And SIFA also learns 
your own tone from 
bothwhat it has ingested 
from previous commu- 
nications, as well as how 
you customize ongoing 


correspondence. 

“What we find now is 
that once you have created 
or customized and sent 
50 emails, [SIFA] is eerily 
similar to your own tone 
of voice,” Gurung said. 

Unlike many other 
generative Al-focused 
startups, Gurung said 
SIFA’s technology is built 
on his team’s own machine 
learning, large language 
models and algorithms. 

Unlike OpenAI, which 
trains on massive amounts 
of centralized data, SIFA’s 
models, he said, are 
trained on each individual 


financial advisor’s client 
data and other informa- 
tion specific to their firm, 
which provides deeper 
personalization to each 
client. None of this col- 
lected data is shared with 
any third parties. 

“What we are working 
toward is that every single 
day advisors come on here 
and go ‘these are my tasks 
for today;’ we believe with 
generative AI you can do 
that and scale to have not 
only more personal rela- 
tionships but allow you 
ultimately to work with 10 
times the clients.” E 


David Plon 


CO-FOUNDER AND CEO OF PORTRAIT ANALYTICS 
BY DAVIS JANOWSKI 


At Portrait Analytics, 
David Plon and his five- 
person team are building 
an Al-powered “junior 
analyst.” 

Plon, the startup’s co- 


founder and CEO, knows 
the role well—he was one 
for several years with The 
Baupost Group in Boston, 
paying his dues pull- 

ing together investment 
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reports from company fil- 
ings and reports. 

While Plon knows the 
workflow and processes 
and the data that make up 
an analyst’s daily work, 
Connell Gough, his co- 
founder, has the technol- 
ogy chops as a full-stack 
developer and heads up the 
engineering team. 

The goal: Portrait will 
be able to answer any 
question or perform the 
typical tasks one would 
ask of a junior analyst at 
a hedge fund, including 
finding investment ideas, 
building financial models 
and creating pitch decks. 

“Down the road, we 
hope and envision creat- 
ing something that anyone 
involved in investing 
can use—I’d love, in five 
years, that my mother’s 
own financial advisor had 
access and used this ona 
daily basis,” said Plon. 

The initial product is 
a question-and-answer 
application for users to 
query the system about the 


public markets. 

Portrait was founded 
in 2022 but only exited 
stealth mode in early April 
with the announcement of 
a $3 million funding round 
led by .406 Ventures along- 
side a few hedge funds. 

Since launch, the 
startup has rounded out 
its engineering team and 
started providing access 
to some early pilot users 
and investors, though the 
client list is still under 
wraps, he said. 

“It’s still very early days 
but we have been working 
on lots of features we hope 
to complete in the coming 
months and have started 
to integrate SEC filings, 
8-Ks, 10-Ks and tables,” 
Plon said, in addition to 
other forms of publicly 
available regulatory filings 
and searchable informa- 
tion like earnings’ call 
transcripts. 

Eventually, the system 
will let users incorporate 
their own proprietary 
data as well, siloed off 
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from other users. 

For now, the tool is 
wading into the available 
data to produce summa- 
ries and reports for users, 
who in turn are helping 
Plon and the team shape 
the final product. “They 
are folks from within 
our pilot customers, but a 
large enough group to get 
good feedback signals,” 
Plon said. 


Over the coming 
months Plon will roll out 
access to more analysts on 
the company’s waiting list. 
“What we are attempting 
to create is a system that 
is both useful and reli- 
able and there is not one 
answer as to how to get 
there,” he said. 

He likens the process 
to creating a factory with 
machines in a kind of 


assembly line producing 

a final unified product. In 
some cases, the team can 
use simple open-source 
models as a starting point, 
then do a lot of bespoke 
development to create 
something unique. 

“Some of what we are 
doing is leveraging some 
of the larger foundational 
[learning] models,” other 
things the team must 


build themselves. 

“The key thing I'd say 
is much like a human ana- 
lyst, you don’t lose trust 
if you say I don’t know, 
and only provide answers 
where you are super secure 
in what you are saying and 
can reference back to a 
source piece of content— 
you cannot give users false 
information or analysis,” 


said Plon. E 


Harald Collet 


CO-FOUNDER OF ALKYMI 
BY DAVIS JANOWSKI 


Harald Collet isn’t an 
engineer. He earned his tech 
management stripes the 
old-fashioned way, working 
his way up through roles 

at various large technology 
companies. 

Yet in 2017, he and three 
entrepreneurial-minded 
colleagues co-founded 
Alkymi, a venture capital- 
backed tech startup that 


works to use artificial intel- 
ligence to improve enter- 
prise business workflows 
across a number of indus- 
tries, most recently landing 
on financial advisors as an 
appropriate market. 

In April, the firm 
announced its Data 
Acceleration Platform 
would use OpenAl’s 
ChatGPT-4, and 


34 . WealthManagement.com - Second Quarter 2023 


Microsoft's iterations of 
the technology, with the 
aim of helping advisors, 
and others in financial ser- 
vices, “summarize any doc- 
ument, any piece of content 
they receive in over 95 lan- 
guages, and then integrate 
that into their workflows,” 
said Collet. 

Previously they built 
their own machine learn- 
ing tools based on open- 
source platforms. In 2020, 
they launched their first 
product, Data Inbox, and 
gathered clients in enter- 
prise businesses in diverse 
verticals including truck- 
ing and the broader finan- 
cial services industry. 

They designed the 
tools to integrate with the 
most common enterprise 
software systems, from 
email and office productiv- 
ity tools to cloud storage, 
content management sys- 
tems and product manage- 
ment software. 

Within months they 
added Patterns, another 
machine learning tool for 
building out business work- 
flows, and later Patterns 
Studio, a no-code, automa- 
tion toolkit. 

“One of our top use 
cases right now is broker- 


age and custodial state- 
ments and their related use 
for new client onboarding,” 
he said. Some of the larg- 
est firms in the space to 
sign on for the service are 
Interactive Brokers and 
SimCorp—there are others 
that Collet could not name. 

Late last year Alkymi 
raised $21 million in Series 
A funding led by Intel 
Capital, along with existing 
investors. Intel Capital’s 
Investment Director Dave 
Mueller joined Alkymi’s 
Board of Directors. 

With the Chat-GPT 
update Collet said his 
team has created a bridge 
for those using the tech- 
nology, but with business- 
specific protections and 
guardrails built in. 

That includes meeting 
a client’s security and com- 
pliance policies, incorpo- 
rating pre-defined prompts 
specific to investment 
advisory clients or other 
customized options. 

Collet spent almost 
10 years at big technol- 
ogy companies including 
Oracle and HP before join- 
ing Bloomberg where he 
spent six years as a general 
manager for the company’s 
professional-service gov- 
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ernance and compliance 
tools. His team launched 
the Bloomberg Vault cloud 
service in 2011. 

“We were really focused 
[at Bloomberg] on wealth, 
asset management, and 
private markets, and the 


people in the front office 
[at Bloomberg] were 
taking all these diverse 
documents and bits of data, 
whether pdfs, emails, you 
name it, and trying to turn 
it into actionable informa- 
tion,” he said. 


Taking similar unstruc- 
tured data and feeding it 
into their own AJ—and in 
turn generating actionable 
information for their cli- 
ents—sums up the mission 
of Alkymi. 

“Tve spent 20 years on 
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this kind of unstructured 
data,” he said. Previously, 
that’s been “easy for humans 
to create but hard for com- 
puters to understand. And 
it very much influenced the 
product strategy we have 
put in place.” E 


Dr. Sanjay 
Rajagopalan 


CHIEF DESIGN AND STRATEGIC OFFICER AT VIANAI 
SYSTEMS 


BY PATRICK DONACHIE 


Though Dr. Sanjay 
Rajagopalan is neck-deep 
in generative AI as the chief 
design and strategy officer 
at Vianai Systems, he’s an 
engineer by training— 
beginning his career at 
Caterpillar, building trans- 
mission systems for large 
earth-moving equipment. 
Though that work 
and finserv AI develop- 
ment may seem far apart, 
Rajagopalan believes 


innovations like ChatGPT 
lowered the barrier for 
anyone to experience Al’s 
power, provided they're 
willing to try. 

“The best way as a 
product person to lever- 
age that newfound power 
is to get your hands 
dirty,” he said. “The least 
you can do is jump into it 
and try it out, experiment 
with it and try to do it 
quickly to get it to work 


in your particular area.” 

Vianai’s latest excava- 
tion is hila, touting it as 
the “first Al-powered chat 
assistant” for financial 
professionals. Vianai is 
providing free access in 
its research phase, with 
nearly 2,000 users in 
“various financial profes- 
sions,” according to a 
spokesperson. 

Dr. Vishal Sikka 
founded Vianai Systems 
in 2019, and it currently 
includes about 110 employ- 
ees spread across Europe, 
Israel and the U.S. Sikka 
was a former board execu- 
tive at SAP, where he met 
Rajagopalan. Rajagopalan’s 
relationship with senior 
Vianai members goes back 
decades, with a core group 
working together continu- 
ously in different compa- 
nies and contexts. 

Though Vianai’s 
released products since its 
inception, hila is the first 
released since the “tsunami” 
of ChatGPT hit the world, 
and while the team rei- 
magined its old products to 
incorporate the new tech, 
they wanted to go further. 
A four-person team pro- 
gressed from an “on-paper” 
idea for hila to a working 
prototype in weeks, accord- 
ing to Rajagopalan. 

“We wanted to start 
something completely from 
scratch and reimagine it in 


this new world, rather than 
retrofit this into something 
that had been built in the 
old world,” he said. 

One benefit of using 
hila compared to ChatGPT 
is that the latter is trained 
on information before 
November 2022, but advi- 
sors need more up-to-date 
information from earnings 
calls, news and regula- 
tory documents. (Though 
many companies are now 
clued into this shortfall, 
Rajagopalan said Vianai 
was at the forefront of 
addressing it.) 

While many are wowed 
by generative AT’ ability, 
large language systems 
really just predict the next 
word, and with such a large 
corpus of information, the 
most likely world also tends 
to make sense, according to 
Rajagopalan. But when this 
doesn’t work, it can fail in 
big ways, which are known 
as “hallucinations.” 

“Sometimes, it would go 
off the rails, and it would go 
off the rails with extreme 
confidence,” Rajagopalan 
said. “People would ask it 
a question ... and it would 
give an extremely confident 
answer that was completely 
wrong. You now have a 
piece of information which 
you may have to act on 
to make your investment 
decision. This is obviously 
unacceptable.” 
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hila reduces the num- 
ber of hallucinations to 
“near-zero,” according 
to Rajagopalan. When 
there’s only one correct 
answer, hila’s model sim- 
ply generates a database 


query, allowing users to 
get specific answers using 
natural language. 

The tool also allows 
users to upload a document 
and use hila to generate an 
answer from data included 


in it in natural language. 
For example, one can ask 
hila to summarize key 
points in a lengthy report, 
which isn’t possible with a 
keyword search. 

“The only way you 


could do that before was 
to ask another person,” 
Rajagopalan said. “Now, 
you can ask the system to 
summarize the document 
for you, and it can doa 


pretty good job.” E 


Jan Szilagyi 


CEO OF TOGGLE Al 
BY ROB BURGESS 


An abundance of 
information does not nec- 
essarily mean equal levels 
of understanding. 

With that in mind, 
Toggle AI CEO Jan Szilagyi 
said the motivation for 
building his company was 
to address the “IKEA of 
financial information.” 

“Data does seem to be 
available,” he said. “It is just 
scattered all over the place.” 

The cloud-based AI 
application features in- 
house machine learning 
and natural language pro- 
cessing algorithms. 


The backend uses 
Python and Go. The fron- 
tend user interface uses 
JavaScript using React. 
Global financial market 
data provider Refinitiv 
supplies Toggle AI with 
its data and analyst feeds. 
The St. Louis Federal 
Reserve Bank’s FRED 
database provides U.S. 
macro and regional eco- 
nomic information. 

The result is what 
Szilagyi called an “AI 
investing copilot.” Unlike 
ChatGPT, which provides 
“very ‘Wikiped-ic’ answers,” 
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Toggle AI can use real-time 
information to produce 
specific analyses. 

“The only qualification 
you need to use a tool like 
Toggle is curiosity,” said 
Szilagyi. “You just need to 
be able to ask questions.” 

Long before Toggle AI 
was founded, Szilagyi was 
running ahead of the pack. 
He got his bachelor’s and 
master’s degrees at Yale 
University in mathemat- 
ics and economics and 
completed his Harvard 
University Department of 
Economics Ph.D. in quan- 
titative finance in two and 
half years, a record. 

Szilagyi said he was 
“incredibly fortunate” to 
have advisors who worked 
with him, even on week- 
ends. This allowed him to 
start writing his thesis in 
his first year. 

“I did not want to stay 
in academia,” he said. “It 
was very long nights at 
the library.” 

After graduation, 
Szilagyi served as manag- 
ing director of Duquesne 
Capital. There, he worked 
for Stanley Druckenmiller 
from 2005 until 2010, 
when the fund closed. That 
relationship remained an 
important one, even after 
Szilagyi moved on to focus 
on global macro funds. 

From 2010 to 2012, 
he served as a partner at 
Hawker Capital; from 2013 


to 2015, he was manag- 
ing director at Fortress 
Investment Group; and 
from 2015 to 2018, he 
was co-ClO of global 
macro at Lombard Odier 
Investment Managers. 

All the while, Szilagyi 
continued to keep one 
eye on the future. He said 
he always maintained an 
interest in artificial intel- 
ligence, but it became “par- 
ticularly pronounced when, 
as asset managers, we just 
felt frustrated by how little 
value we were extracting 
from the data.” 

That lack of efficiency 
helped spur Szilagyi to co- 
found Toggle AI in 2019, 
years before the public had 
ever heard of ChatGPT. 

With Druckenmiller 
serving as the first inves- 
tor of Toggle AI, Szilagyi 
is now the CEO of the 
39-person startup. The firm 
now boasts offices in New 
York, London and Tokyo. 

Szilagyi believes Toggle 
Al is well-positioned to 
capitalize on what he has 
termed the “Rosetta Stone 
moment” for AI. 

“Machines and humans 
can understand each other 
better than they were able 
to do before,” he said. “This 
is where I think it’s going to 
really lower the barrier for 
advisors ... to use a whole 
host of analytical tools that 
they previously might have 
shied away from.” E 
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Mohan Naidu and 
Tushad Driver 


CO-FOUNDERS, ALPHATHENA 
BY ALI HIBBS 


Direct indexing and 
portfolio personalization 
are gaining popularity, 
especially among next-gen 
investors, so it’s likely any 
advisor equipped to bring 
the customized portfolios 
to clients will win a good 
portion of the so-called 
great wealth transfer, which 
may put more than $60 tril- 
lion in motion by 2045. 

But building a custom- 
ized rules-based portfolio 
involves breaking out the 
stocks, recalibrating them 
to the client’s preferences 
and dealing with the tax 
implications—without 
incurring high costs or a 
lot of time. Even with the 
direct indexing tools cur- 
rently available, that’s a big 
ask for any advisor. 

Enter Mohan Naidu and 
Tushad Driver, the founders 
of Alphathena, an artificial 
intelligence—enabled plat- 
form that can create and 


backtest direct indexing 
portfolios in minutes. The 
turnkey software-as-a- 
service platform won best 
in show out of 25 fintech 
startups at Morningstar's 
annual conference, with 
one judge citing its “poten- 
tial to disrupt the industry.” 

Engineers and com- 
putational scientists, 
Naidu and Driver met at 
GE HealthCare in 2001 
and worked together on 
data science and analyt- 
ics. Eventually, Naidu 
moved to equity research, 
and Driver joined 
PricewaterhouseCoopers’ 
global strategy consulting 
business, Strategy&—but 
the pair continued talking 
about their jobs, their com- 
panies and opportunities 
they saw that larger firms 
were missing. 

“This whole idea actu- 
ally came about from 
Mohan’s time in equity 


research where he realized 
the vast majority of advi- 
sors in that world today still 
use some fairly rudimenta- 
ry tools,” said Driver. “They 
still use Excel for a large 
amount of their analysis.” 
Alphathena can cre- 
ate direct indexes from 
more than 1,000 ETFs; 
the platform lets advisors 
customize portfolios across 
almost 100 factors, includ- 
ing ESG. The tool gener- 
ates custom indexes with a 
simple language command 
using OpenAI core genera- 
tive models. The platform 
reviews and evaluates 
exposure and performance 
in real time; it automati- 
cally generates alerts and 
approval requests for the 
advisor and the client. 
Alphathena can syn- 
thesize an index from any 
benchmark ETF or port- 
folio, shrink it to a fraction 
of its size and customize it 
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using an AI deep learning 
platform with so-called 
“Smart Weights” that real- 
locate across the remain- 
ing portfolio to minimize 
deviation from the original 
index, with, they claim, two 
times less tracking error. It 
can develop a plan to ensure 
tax-efficient portfolio 
transition across multiple 
cycles, and automatically 
rebalances and harvests 
losses through the life of the 
customized portfolio. 

Launched in the fourth 
quarter of 2022, Alphathena 
is accessed via the web or 
plugged right into a tech 
stack with an API connec- 
tion. The firm is still in the 
early stages of working to 
create seamless API connec- 
tions with different custodi- 
ans and portfolio software 
companies, said Naidu. 
While the API integration 
requires a little more work 
upfront, he explained, it 
allows for the customizable 
user interface to be built 
into the background of any 
existing software. 

“With the web app, they 
get the fully functional, 
built application,” said 
Naidu. “And they can cus- 
tomize it the way they want, 
operationally. We then work 
with them to integrate with 
their back and front offices. 
We don't take ownership of 
assets. We literally connect 
back to the advisors’ offices 
so that their workflow does 
not change.” 

“At the heart of our 
technology is one idea— 
access,” he said. “In the 
end, better technology for 
financial institutions leads 
to improved access and per- 
sonalized experiences for 
investors.” E 
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How Generative Al Imagines 
‘Wealth Management’ 


The following illustrations, dreamed up by an AI image generator called Midjourney using only the prompt “Wealth Management,” 
represent the alternative covers we did not choose. However strange they may be, this is how artificial intelligence sees us. 
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30 Years Of Asset 
Class Returns 


BY JOHN KADOR 
Returns by Asset Class, 1992-2022 


This infographic demonstrates the benefits of a well-diversified portfolio. 
Returns were erratic, with one-year returns ranging from +36% to -37%. But yl 
record volatility was mediated because asset classes are not always correlated. 
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Shading indicates recession 


Sources: 


INTERNATIONAL DEVELOPED US STOCK MARKET LONG TERM CORPORATE BONDS 
EX-US MARKET AQR US MKT Factor Returns 1972-1992 Vanguard Long-Term Investment 
International ex-US Developed Markets (AQR Data Sets) Grade Fund (VWESxX) 1974+ 

(EAFE); AQR Global ex US MKT Factor 
(AQR Data Sets) 1986-1999; Vanguard 
Developed Markets Index Fund 
(VTMGX) 2000+ 


10-YEAR TREASURY REAL ESTATE (REIT) 
FRED Interest Rate Data DFA Real Estate Securities | (DFREX) 
(10-year maturity) 1972+ 1994-1996 
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ADVISOR INNOVATIONS — Helping financial advisors understand the 
process and strategies necessary for building their practice and growing 
their business. Hosted by David Armstrong 


CELEBRITY ESTATES — Star-studded stories that often serve as case 
studies advisors and planners can extract useful lessons from for their own, 
more typical clients. Hosted by David Lenok 


THE INSIDE ETFS PODCAST — Provides financial advisors with a targeted 
summary of the key trends and recent innovations and developments in 
ETFs. Hosted by Douglas M. Yones 


THE RIA EDGE PODCAST — Provides leaders of advisory firms with 
research, best practices and recommendations that are designed to drive 
intentional growth. Hosted by Mark Bruno 


THE HEALTHY ADVISOR — Examines personal wellbeing issues financial 
services professionals face and how to get to a place of healing for mind, 
body and spirit. Hosted by Diana Britton 


THE WEALTHSTACK PODCAST — Provides financial advisors with targeted 
discussions that focus on the latest innovations and developments in 
wealthtech. Hosted by Shannon Rosic 


COMMON AREA PODCAST — Focuses on the most important issues, trends 
and opportunities that inform how all classes of investors are approaching 
commercial real estate. Hosted by David Bodamer 
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Schwab dividend ETFs that more than stack up. 
What a welcome discovery. 


Gong SCHY The Schwab U.S. Dividend Equity ETF (SCHD) and the Schwab International Dividend 
SSA Semak i Equity ETF (SCHY) invest in high-dividend-yielding companies that have grown and 
Dividend MERE sustained their dividends. Designed to help meet client income needs, these low-cost 


Equity ETF | i NRS : 
n Eai Eule funds can serve as part of the foundation of a diversified portfolio. 


: charles Asset 
Explore SCHD, SCHY, and our full ETF lineup at schwabassetmanagement.com/welcome-etfs SCHWAB, Management 


Investors should consider carefully information contained in the prospectus or, if available, the summary prospectus, including 
investment objectives, risks, charges, and expenses. You can obtain a prospectus or, if available, a summary prospectus by visiting 
schwabassetmanagement.com/prospectus. Please read it carefully before investing. 


Dividends are not guaranteed. Investment returns will fluctuate and are subject to market volatility, so that an investor's shares, when redeemed or sold, may be worth more or less than their 
original cost. Shares of ETFs are not individually redeemable directly with the ETE Shares are bought and sold at market price, which may be higher or lower than the net asset value (NAV). 


Dividend-focused funds may underperform funds that do not limit their investment to dividend-paying stocks. Stocks held by the fund may reduce or stop paying dividends, affecting 
the fund's ability to generate income. International investments involve additional risks, which include differences in financial accounting standards, currency fluctuations, geopolitical 
risk, foreign taxes and regulations, and the potential for illiquid markets. Investing in emerging markets may accentuate these risks. 


Schwab Asset Management is the dba name for Charles Schwab Investment Management, Inc., the investment advisor for Schwab ETFs. Schwab ETFs are distributed by SEI Investments 
Distribution Co. (SIDCO). Schwab Asset Management and Schwab are separate but affiliated companies and subsidiaries of The Charles Schwab Corporation, and are not affiliated with SIDCO. 
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